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In the

SUPREME COURT
of the

STATE OF IDAHO

Reed J. Taylor,
Plaintiff-Appellant,
v.
AlA Services Corporation, et aI,
Defendants-Respondents.
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IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE STATE
OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

)
)
)
Plaintiff-Counterdefendant-AppellantCross Respondent,
) SUPREME COURT NO. 36916-2009
)
)
v.
)
AIA SERVICES CORPORATION, an Idaho
) TABLE OF CONTENTS
corporation; AIA INSURANCE, INC., an Idaho
) VOLUMEXIV
)
corporation; R. JOHN TAYLOR and CONNIE
)
TAYLOR, individually and the community
property comprised thereof, BRIAN FREEMAN, )
a single person; JOLEE DUCLOS, a single person )
)
and JAMES BECK and CORRINE BECK,
)
)
Defendants-Counterclaimants)
Respondents-Cross Appellants-Cross
)
Respondents,
)
)
and
)
)
CROP USA INSURANCE AGENCY, INC.,
)
an Idaho corporation;
)
Defendant-Respondent-Cross Respondent, )
)
)
and
)
)
401(k) PROFIT SHARING PLAN FOR THE
)
AIA SERVICES CORPORATION,
)
)
Intervenor-Cross Appellant-Cross
)
Respondent.
)

REED J. TAYLOR, a single person,
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SCHEDULE m TO STOCK PURCHASE AGREEMENT
This Schedule sets forth the exceptions to representations and warranties made by the

Company to the Shareholder in Article m of the Stock Redemption Agreement dated July 22,
1995 Agreement") between AlA Services Corpomtion ("Company") and Reed J. Taylor
(tt Shareholder").

e

I..

EXCEPTIONS APPLYING TO THE COMPANY GENERALLY.

A.
Sections 3.3 and 3.11. The Company's representation that the execution, delivery
and perfonnance of the Agreement and the consummation of the transactions contemplated
thereby will not result in a violation or default under any material agreement or other instrument
by which., the Company or any Subsidiary is bound and the Company's representation that it is
not in violation of any such agreement or instrument are qualified as follows:

The Company is currently in technical default of certain financial covenants contained
in the First Interstate Loan agreement. Those covenant defaults are described in the attached
letter to First Interstate Bank from Rick L Johnson, the Company Vice President, Finance.
Absent the Bank's written consent, completion of tnmsactions contemplated in the Agreement
may cause additional technical defaults of negative .financial covenants contained in the Bank
loan agreement.
The Company has thoroughly disclosed to the Bank all details regarding the proposed
transactions. In view of the current defaults, the Company has not asked for nor has the Bank
volunteered written consent.
As the Company is current in all payments due to Bank, the Company does not anticipate
adverse action by the Bank prior to the scheduled loan payoff date of July 20, 1996.
B.
Sections 3,2 and JI~ The Company's representations concerning consents in
Sections 3.2 and 3.3 are qualified as follows:
l.
The Company has been made aware that· the Texas Department of
Insurance has taken the position that the distribution of AlA Insurance t Inc. requires prior
departmental approval due to the status the Company's Subsidiary, The Universe Life Insurance
Company ("UDC"), as "commercially domiciled" in Texas. The Company, while disputing the
necessity of such approval, has none the less filed the necessary fonns to obtain such approval.
The Texas Insurance Department has not yet given its approval for distribution of AIA
Insurance, Inc.
The California Department of Insurance requires the submission of a prior
approval form for the Centennial reinsurance treaty. Since the transaction does not affect any
California insureds, and ULIC is not being dissolved or merged, approval is expected in due
course. Approval from California has not yet been obtained.

SCH§~l!!~lAL AFFIDAVIT OF RODERlCK C. BOND

2b5G

24/10 2008 13:49 FAX 1 206 587 2308

CAIRNCROSS

141 007

2.
As described above in connection with Section 3.3., certain transactions
contemplated by the Agreement would violate provisions of the First Interstate Bank Loan
Agreement and related documents.
C.
Section 3..6. The Company$s financial representations contained in Section 3.6
are supplemented by the following attached financial statements related to the quarter ended June
30, 1995:
AlA SeIVices Consolidated Balance Sheets at June 30, 1995.

AlA Services Consolidated Statement of Income For Six Months Ending June 30, 1995.
The Universe Life Preliminary Results of Operations (Statutory Basis) For Three and Six
Months Ending June 30, 1995.
Gx'eat Fidelity Preliminary Results of Operations (Statutory Basis) For Three and
Six Months Ending June 30, 1995.
AlA Services Consolidated Preliminary Results of Operations For Six Months Ending
June 30, 1995.

II.

EXCEPTIONS APPLYING SOLELY TO UNIVERSE LIFE.

Sections 3,1,3,9 and 3,11. The Company's representations concerning Universe Life's
good standing and qualification to transact business in various states and its compliance with
state insurance laws are qualified by the following description of regulatory proceedings in the .
various states in which the insurance company transacts business.
~. On March 22, 1994, the State of Texas issued Cease and Desist Order No. 940282 against Universe Life and its subsidiary, AIA Insurance, Inc. The Order was based on
preliminary examination findings reported to the Texas Department of Insurance ("TDI'*) by the
examiners. The Order alleged that Universe Life and its affiliate engaged in unfair methods of
competition and deceptive practice of insurance and that Universe Life was in hazardous
financial condition. Following discussions with the company and receipt of. additional
documentation, TDI issued a Consent Order dated May 17, 1994 which superseded the Cease
and Desist Order in its entirety. The Consent Order abandoned allegations of unfair competition
and deceptive practices and focused on TDI's concerns with the proper reserving for the
Supplemental Benefit Accumulation ("SBA ") feature of Universe Life's GOO product and the
valuation of Universe Life's investment in its subsidiary, AlA Insurance, Inc.

To address its concern with conflicting actuarial opinions on the proper reserves for the
SBA, the May 17, 1994 Consent Order directed Universe Life to select an independent actuary
to review Universe Life's SBA reserving methods and factors. Universe Life and the
Department agreed that this actuarial,review would bepetformed by Donna R. Claire, F.S.A.,
of Claire Thinking, an independent consulting actuary. Ms. Claire performed an asset adequacy
analysis of Universe Ufe's reported December 31, 1993 SBA reserves, including a thorough
review of GUH product features, actuarial assumptions, actual experience and historical trends.
Ms. Claire's analysis is contained in her Asset Adequacy Report dated June 12, 1994.
sCHI9fflP..I!rnfJ..~'fAL AFFIDAVIT OF RODERlCK C. BOND
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In her Report, Ms. Claire observed that Universe Life~s GUH product, with its SBA
feature, is an innovative product and that t "[a]s such, there is no current reserve standard for
the SBA in state law that specifically fits this benefit". Ms. Claire concluded that (i) Universe
Ute's independent consulting actuaries, Milliman and Robertson, had developed Ita methodology
which follows the basic standards of establishing reserves that reflect the underlying risks of the
product"; (ii) "[t]he reserve methodology used by [Universe Lifets actuaries] does appear to be
reasonable"; and (ill) "given the experience that was developed through 1993, the reserves
reported in the [1993] Annual Statement were adequate". Based on sensitivity tests which
showed that the reported reserves may be inadequate if adverse trends occur, however, Ms.
Claire recommended that the reserves be increased on the basis of "somewhat stronger reserve
assumptions. Applying the same gross premium valuation methodology used by Universe Life
to develop its reported reserves, Ms. Claire developed new reserving factors reflecting her more
conservative assumptions. Universe Life agreed with TDI that the SBA reserves for the Texas
certificateholders under GUR policy would be determined prospectively in accordance with the
factors developed by Donna Claire, with any increase in reserves being applied ratably beginning
July It 1995 and with the final entry being made December 31, 1996.
II

With respect to the valuation of AlA Insurance! Inc., TDI acknowledged that Universe
Life's accounting for the value of AlA Insurance was permissible under Texas law; but, in light
of a Texas statute allowing the Commissioner to aScn"be any other valuation he believes more
appropriate (after hearing) and the impending statutory change in the Idaho Insurance Code
effective July 1, 1995 (see below), the May 17, 1994 Consent Order directed that Universe
Life's investment in AlA Insurance, Inc. be reduced, ratably over a three-year period beginning
December 31, 1994, to the lesser of net worth as determined in accordance with generally
accepted accounting principles or the valuation amount reflected in the final report of this
examination.
During the period of discussions between Universe Life and IDI, the Texas Insurance
Commissioner approved Universe Life's new GUH m product and the transfer of Universe
Life's group health and life insurance business in Texas by reinsuring, on an assumption basis,
all of such business with The Centennial Life Insurance Company. See "Market Conduct
Activities - Policy Form Filings and Approvals" and "Subsequent Events-Sale of Group
Universal Health Business" above.
.

On.October 13, 1994, TDI issued a further Consent Order which superseded the May
17, 1994 Consent Order in its entirety. The October Order recited Universe Life's agreement
concerning the implementation of the Claire factors for reserving for the SBA and ordered that
Universe Life reduce the reported value of its subsidiary, AIA Insurance, Inc., to the lesser or
net worth (as detennined in accordance with generally accepted accounting principles) or the
valuation amount reflected in the final report of this examination, provided that the adjustment
in the AIA Insurance can:ying value would be made ratably over a three-year period beginning
December 31, 1994.

h'Ialli:!. Based on the financial concerns raised by the preliminary examination results and
the issuance of the Texas Cease and Desist Order, the Idaho Department of Insurance
("Department") initiated an inquiry resulting in a Voluntary Agreement Concerning Supervisor,
dated April 26, 1994 between Universe Life and the Department. Under the Agreement,
Universe Ufe has provided financial and other infonnation to the Department on a regular basis
SCHSM.ru!l[]lUvli~BAL AFFIDAVIT OF RODERICK C. BOND
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to enable the Department to infonnally monitor Universe Ufe's financial condition and
operations to assure that policyholders' interests were protected during the period required to
resolve the financial and other examination issues. During the period of discussions, the
Department has approved Universe Life's new GUH ill product, the transfer of Universe Life t s
individual ,health insurance business to States General Life Insurance Company and the transfer
of its group health and life insurance business to The Centennial, Life Insurance Company.

By!agreement dated December 23, 1994, the Idaho Department approved Donna Claire's
gross premium valuation method and Ms. Claire's reserving factors for calculating SBA reserves
in accordance with her Asset Adequacy Report dated June 12, 1994. The Department agreed
that Universe Life would not be required to restate its 1992 or 1993 Annual Statements and that
implementation of the Donna Claire reserve adjustment will be made prospectively, in
c;lccordance with TDrs October 13,1994 Consent Order, on a quarterly basis beginning with the
third quarter of 1995 and ending December 31, 1996. The following table shows the effect of
the Donna· Claire adjustments to Universe life's reported aggregate reserve for accident and
health policies and to its capital and surplus at December 31, 1992, 1993 and 1994:

Capital & sUrPluB reported by Universe. Life:

1m.

1m

.lm

$ 5.418.748

$ 5,140.830

$ 4,182,781

10,376,371
7,843,186
2533\184

14,04(1,419

14,801,661
( 761,242)

9,193,850
9,579,581
(
385,731}

$ 7,251.932

~ 4~79.5~

~

Aggregate ~rve for A & R policies
As reported
As ¢Uculated by Claire factor
Cab;e factor adjill1trnant
!

Capital & surPlus after Claire factor adjustment;

3,797,050

In the December 23, 1994 agreement, the Idaho Insurance Department acknowledged
that, until july 1t 1995, the Idaho Insurance Code pennits Universe life to continue to report
its investm~nt in AJA Insurance, Inc. at historical cost (subject to a 15 % of assets limitation) on
its 1992, 1993, and 1994 Annual Statements. Although permitted by Idaho statute, this valuation
of AIA In.shrance, Inc. deviates from the NATC standards for investment in subsidiaries as set
forth in th~ NAIe Accounting Practices and Procedures Manual for Life and Accident and
Health Insrlrance Companies. See "Valuation of AlA Insurance, Inc. " above under the caption
"Comments on 1992 Financial Statements; Common Stock". On July 1, 1995, Universe Life
will be required to reduce the value of its investment in AIA Insurance, Inc., for statutory
accountingipurposes, to the net book value of AlA Insurance, Inc (which was $2,424,097 at
December 31, 1992).
~

States. The following regulatory proceedings in other jurisdictions were
precipitated by the issuance of the Texas Cease and Desist Order andlor the preliminary
examination findings contained therein;
A Notice of Hearing and Order to Show Cause with Suspension Instanter was issued by
the Oklahoma Insurance Commissioner on April 6, 1994 based on the Texas Cease and Desist
Order. On: May 26, 1994, by letter agreement based on the May 17, 1994 TDI Consent Order
and Universe Life's Apri126, 1994 VOluntary Agreement with the Idaho Insurance Department,
the Oklahoma Department agreed to suspend and terminate the prior Notice and Order to Show
SC~~M'~tAL AFFIDAVIT OF RODERICK C. BOND
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Cause and ito allow Universe Life to continue to solicit business from its existing policyholder
associations.
An brder of Suspension based on the Texas C~ and Desist Order was issued by the
Illinois DePartment of Insurance on April 26, 1994. The Suspension Order was lifted by
Stipulationiand Consent Order dated July 27, 1994, pursuant to which Universe Life agreed to
notify the lllinois Department before transacting new business in the state during the next three
years.
A notice to show cause regarding suspension from doing business in the State of
Mississippi, was issued by the Mississippi Insurance Department on May 6, 1994, based on the
Texas Cease and Desist Order. Suspension of Universe Life's certificate of authority was
ipitially stayed by the Department; however, on September 8, 1994, a Suspension Order was
entered based upon the appearance that Universe Life was then in an unsound condition.
'The Alaska Insurance Department issued an Order suspending Universe Life's certificate
of authority on May 19, 1994, based on the Texas Cease and Desist Order. Universe Ufe
entered into an Agreement to Suspend New S~es on July 27, 1994; and the Alaska Insurance
Department withdrew the suspension order. Universe Life had not been writing new business
in Alaska, so the Agreement to Suspend New Sales has had no financial effect on Universe
Life's operations.
TheiMissouri Insurance Department issued a Notice of Institution of Case and Statement·
of Charges dated June 2~ 1994, based upon the Texas Cease and Desist Order. A hearing in the

matter has been continued indefinitely, to be re-set upon further notice to Universe life.
In June 1994, ~e. California Insurance Depart~ent initiated an infonnal inquiry based
on the Texas Cease and Desist Order. Universe Life entered into a confidential voluntary
agreement to cease writing new business in California. Universe Life had not been writing new
business in .California; so the confidential agreement has had no financial effect on Universe
Life's operations.
On June 6, 1994, a Suspension Order was issued by the Wyoming Department of
Insurance without prior notice or hearing; based on the Illinois Suspension Order. Based upon
subsequent withdrawal of the illinois and Texas orders, Wyoming lifted the Order of Suspension
and entered a Stipulation and Consent Order dated July 28, 1994, pursuant to which Universe
Life was permitted to continue soliciting its existing policyholder association but agreed not to
solicit other business in Wyoming without the Department's consent.

Universe Ufe voluntarily agreed to suspend new business in Oregon pending resolution
of the Oregon Insurance Department's concerns under a unique Oregon statute regarding
valuation of Universe Life's investment in AJA Insurance, Inc. A Consent Order was issued
June 30, 1994. A Suspension Order was issued August 23, upon expiration of the Consent
Order. Un~verse Life requested a hearing; and an Amended Suspension Order prohibiting new
sales was entered November 2, 1994.
A Notice of Summary Suspension was issued by the Iowa Division of Insurance on
August 15, 1994, based on failure Of Universe Ufe to file its annual audited financial report by
SC~IDEMIi&WJ' AL AFFIDAVIT OF RODERICK C. BOND
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June 1, 1994. (The auditor's report on Universe Life's 1993 financial statements was delayed
pending Idaho's detennination of financial issues raised by the examination. A draft of the
audited :financial statements had previously been provided to Iowa Division of Insurance.) The
Order of Suspension was rescinded and the administrative proceeding dismissed on September
6, 1994. On January 6, 1995, the Division issued a Notice of Hearing to determine whether
Universe Lifes surplus met statutory minimums. Outside counsel informed Universe Life on
April 10, 1995 that Iowa is dropping the action.
Universe Life entered into an Agreement with the Washington Insurance Department dated
August 18, 1994, in which Universe Life voluntarily agreed not to write any new business in
the State without prior approval of the Commissioner; pending submission of information
establishing that Universe Life's .financial condition is not detrimental to Washington
policyholders.

On September 9, 1994, the Utah Insurance Department issued a Notice of Informal
Adjudicative Proceeding summarily suspending Universe Life's Certificate of Authority for
failure to maintain minimum capital and surplus as calculated under unique Utah statutes.
Universe Life's hearing request was withdrawn after the Department's Chief Examiner advised
that the .suspension order could be lifted upon informal presentation by Universe Life's
management after. year-end demonstrating compliance with minimum capital and surplus
requirements.
The Nebraska Department contacted Universe Life on October 14, 1994, concerning
Universe Lifets financial condition. Universe Life signed a Consent Order to suspend new sales
on October 28. 1994.

sc~t'Mim~L AFFIDAVIT OF RODERICK C. BOND
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Roderick C. Bond
From:

Roderick C. Bond

Sent:

Wednesday, April 16, 2008 10:30 AM

To:

'Gary Babbitt'; John Ashby; 'Michael McNichols'; 'Jon'; 'David A. Gittins'

Cc:

'Gatziolis, James J.'; charper@quarles.com; rjt@lewistondsl.com; 'Wullenwaber Law Firm'; 'Jack R.
Little'

Subject: Taylor v. AlA Services, et al.
Counsel:
I apologize for not calling in on time for the telephonic conference scheduled for this morning. I inadvertently
scheduled the conference on my calendar for 9:30 pacific time. I called in at 9:27 am pacific time and nobody
was on the call. I am surprised that nobody called my office. If there is a mix-up on time in the future, please call
my office or my cell phone. I would do the same for any of you.
In any event, we need to reschedule the conference. Please provide times and I will double check the time
zone. Also, sufficient time needs to be set aside to go over the numerous requests as instructed by Judge
Brudie. One or two hours will likely not be sufficient and I don't want Judge Brudie upset when the motions to
compel are filed and he hears that only one or two additional hours were expended.
In the meantime, Gary, please forward all of the documents for AlA Services, AlA Insurance, and Crop USA,
including the following: current financial information, premium information, the pledge agreement for the
Washington Bank Properties Mortgage (again this was drafted by Hawley Troxell so I know you have a copy of it
already), board resolutions (including the resolution for the pledge agreement), correspondence to and from
Series C shareholders, financial statements, tax information, account year-end closing notebooks,
correspondence to and from Lancelot Investors Fund (including the required reports on business), compensation
reports and salary accounts for John, and all other documents necessary to bring past requests current. There is
no reason why we should even need to discuss any of these items at the discovery conference. I have repeatedly
requested these documents.
Reed would like these documents before JoLee's deposition. JoLee is also expected to produce any documents
requested through discovery that have not been produced by the corporations. As a party to this litigation, she
cannot be subpoenaed to bring documents, but the outstanding requests to her and the corporation she serves is
all that is required. I would note that she is also still the corporate secretary for AlA Insurance, AlA Services and
Crop USA.
Gary, please forward all emails that you have reviewed to date. I don't see any reason why that cannot be done.
I would appreciate being provided the names of the person(s) who are screening the em ails and deciding what
emails are privileged. This should not be a discovery conference issue either. Thanks.
Rod

By: Roderick C. Bond
Smith, Cannon & Bond PLLC
508 Eighth st.
Lewiston, ID 83501
Tel: (208) 743-9428
Fax: (208) 746-8421
rod@scblegal.com
This email and any attachments may contain confidential and/or legally privileged information, which only the
authorized recipient may receive and/or view. If you are not an intended recipient, please promptly delete this
message and contact the sender at the above address. Thank you.
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Roderick C. Bond
From:

Roderick C. Bond

Sent:

Tuesday, November 27,200710:32 AM

To:

'Gary Babbitt'; Paul Cressman Jr.; rjt1846@yahoo.com

Cc:

JoLee Duclos; Michael McNichols; John Ashby

Subject: RE: Taylor v. AlA Services, et al.
Thanks Gary. As I told John, we did not return because we were advised that no other documents would be
available. You confirmed this several days later to Paul Cressman. We have still not been advised when the
other documents (besides the ledgers and supporting documents) will be made available. We also have been
awaiting the other journals that were located in offices that the personal were not authorized to enter. I will let you
now whether we will return before or after we have had an opportunity to review all of the ledges and journal
entries. The Document Litigation Group is supposed to have copies of these documents ready in the next couple
of days.
Please let me know how much advance notice AlA would like before we return again. I will let you know whether
we want to return before reviewing the final journals. Thanks.
Rod

From: Gary Babbitt [mailto:GDB@hteh.com]
Sent: Tuesday, November 27,20079:50 AM
To: Roderick C. Bond
Cc: JoLee Duclos; Michael McNichols; John Ashby
Subject: RE: Taylor v. AlA Services, et al.
Rod, Originally, you reviewed the ledgers and journals in one day at the AlA Offices with an accountant. At that
time AlA had personnel available to direct you to the boxes where the back up documents are stored. You told
AlA personnel that you would return the following day. You have not done so.
In terms of the transactions identified in the charts below, AlA will make available personnel to direct you or
your representative to the boxes that contain documents relating to the respective journal entry and you can
examine the documents and identify what you need.
Finally, I assume what you call "Accounting Documents" will be in those boxes.
Please idicate when you would like to review the back up material for the journal entries.
Gary

From: Roderick C. Bond [mailto:rod@scblegal.com]
Sent: Thursday, November 15,20074:14 PM
To: John Ashby; Gary Babbitt
Cc: Paul Cressman Jr.; rjt1846@yahoo.com
Subject: Taylor v. AlA Services, et al.
Hi John:

I have not heard back from you on various issues. Should I be contacting Garry?

SUPPLEMENTAL AFFIDAVIT OF RODERICK C. BOND
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We also need the following documents (some of which I have already advised you about and all of which have
been requested through formal discovery):
• Consolidated Financial Statements for AlA Services from 2001 through the present time (including 3rd
quarter 2007).
• Financial Statements on AlA Insurance for 2007.
• Financial Statements on AlA Services alone from 1995 through the present, if such financial statements
exist.
• December 1999 General Ledger for AlA Insurance, Inc.
• Monthly General Ledgers for AlA Services from January 2001 through December 2004.
• Loan ledger documentation for all Reed Taylor Notes Payable reflecting principal balances and interest
payments made from 1995 through current.
• All "Accounting Close" binders containing documentation prepared by AlA accounting staff on a fiscal year
ending basis.
• Financial documentation from AlA Services and/or AlA Insurance, Inc. supporting the initial capitalization of
AlA Crop Insurance, Inc.
• Loan Agreement (and all subsequent modifications of Agreement) for $750,000 loan from Private Bank of
Minnesota to Crop USA Insurance Agency, Inc.
• Accounting documentation for the following General Journal Numbers as posted to the AlA Insurance
General Ledger:
Transaction I
Reference Date
09/26/00
12/29/00
03/27/01
12/31/01
03/27/02
05/17/02
06/26/02
09/26/02
03/27/03
08/27/03
12/31/03
03/29/04
09/28/04
12/31/04
09/27/05

General Journal
Number
GJ294-000
GJ370-000
GJ416-000
GJ612-000
GJ727-000
GJ634-000
GJ741-000
GJ772-000
GJ890-000
GJ930-000
GJ070-000
GJ104-000
GJ195-000
GJ258-000
GJ422-000

• Accounting documentation for the following General Journal Numbers as posted to the AlA Services
General Ledger:
Transaction I
Reference Date
03/28/97
06/28/97
09/28/97
12/28/97
03/28/98
05/28/98
06/28/98
03/29/99
06/28/99
09/28/99
11/26/99

General Journal
Number
GJ506-000
GJ568-000
GJ612-000
GJ711-000
GJ763-000
GJ798-000
GJ822-000
GJ984-000
GJ028-000
GJ085-000
GJ117-000
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12/31/99
01/26/00
06/27/00

GJ146-000
GJ165-000
GJ239-000

In any event, The Document Litigation Group will have someone at AlA's offices tomorrow morning to pick up the
documents that you indicated would be ready. Are there going to be any more documents ready? If not, they will
pick up at least what you previously stated would be available. Thanks.
Rod
By: Roderick C. Bond
Smith, Cannon & Bond PLLC
508 Eighth St.
Lewiston, ID 83501
Tel: (208) 743-9428
Fax: (208) 746-8421
rod@scblegal.com
This email and any attachments may contain confidential and/or legally privileged information, which only the
authorized recipient may receive and/or view. If you are not an intended recipient, please promptly delete this
message and contact the sender at the above address. Thank you.
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AlA Insurance, Inc.
Board of Directors
Consent in Lieu of Meeting
August 26, 2004
Whereas, CropUSA Insurance Agency, Inc. is owner of205,000 Class C Preferred Shares
of AlA Services Corporation, Par value $10.00, which the Company acquired though an
exchange offering with non-employee shareholders; and
Whereas, Crop USA desires to liquidate its investment in the Preferred Shares; and
Whereas, ALA Insurance, Inc., desires to purchase the shares; and
Whereas, the most recent appraised value for the shares is $9.39 per share; and
Whereas, the redemption value is $10.00 per share plus accumulated but undeclared
dividends of approximately $551,000, or a total redemption value of $15.51 per share;
and
Whereas, ALA desires to purchase the shares at a discount; and
Whereas, CropUSA desires to sell the shares for an amount less than appraised value or
redemption value.
NOW, THEREFORE, be it resolved that the Company hereby authorizes the purchase of
205,000 Series C Preferred shares from CropUSA for the sum of $1,510,693.
Be it further resolved that the officers are hereby authorized to execute such documents
as are necessary to effectuate this sale and to disburse such funds.
The Board adopts this resolution by unanimous consent.

R. John Taylor

IoLee K. Duclos

Bryan Freeman
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Crop USA Insurance Agency, Inc.
Board of Directors
Consent in Lieu of Meeting
August 26, 2004
Whereas, CropUSA Insurance Agency, Inc. owns 205,000 Class C Preferred Shares of
AlA Services Corporation, with a par value of $10.00, which CropUSA acquired though
an exchange offering with non-employee shareholders; and
Whereas, CropUSA is not allowed to carry the value of the Preferred Shares on its
balance sheet at fair market value due to applicable accounting rules; and
Whereas, CropUSA desires to liquidate its investment in the Preferred Shares to provide
resources for its expansion plans; and
Whereas, AIA Insurance, Inc. desires to purchase said shares; and
Whereas; the most recent appraised value for the shares is $9.3 9 per share; and
Whereas, the redemption value is $10.00 per share pius accumulated but undeclared
dividends of approximately $551,000, or a total redemption value of $15.51 per share;
and
Whereas, the marketability ofthe shares to a third party would be problematic; and
Whereas, CropUSA desires to sell the shares for an amount less than appraised value or
redemption value.
NOW rnEREFORE, be it resolved that CropUSA hereby authorizes the sale of 205,000
shares of AIA Services Corporation Series C Preferred Shares to AIA Insurance for the
sum of$1,510,693.
Be it further resolved that the officers are hereby authorized to execute such documents
as are necessary to effectuate this sale and to deliver the shares to AIA Insurance, Inc.
upon receipt of the funds.
The Board adopts this resolution by unanimous consent.

R. John Taylor

JoLee K. Duclos .

Bryan F~eeman
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IN THE DISTRICT COURT OF THE ECO
JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FO
E COUNTY OF NEZ PERCE

REED J. TAYLOR, a single person,

)
)
Plaintiff,
)
)
v.
)
)
AlA SERVICES CORPORATION, an Idaho )
corporation; AlA INSURANCE, INC., an
)
Idaho corporation; R. JOHN TAYLOR and
)
CONNIE TAYLOR, individually and the
)
community property comprised thereof,
)
BRIAN FREEMAN, a single person; and
)
JOLEE DUCLOS, a single person; CROP
)
USA INSURANCE AGENCY, INC., an
)
Idaho corporation; and JAMES BECK and
)
CORRINE BECK, individually and in the
)
community property comprised thereof;
)
)
Defendants.
)
)

CASE NO. CV07-00208
OPINION AND ORDER ON
PLAINTIFF'S MOTION FOR
SUMMARY mDGMENT FOR
AMOUNT DUE ON THE
PROMISSORY NOTE AND MOTION
FOR RULE 54(b) CERTIFICATION
OFmDGMENT

This matter is before the Court on Plaintiff Reed Taylor'S Motion for Partial Summary
Judgment Against AIA Services Corporation for the Amount Due on the Promissory Note and
Motion for Rule 54(b) Certification of Judgment. A hearing on the motion was held March 13,
2008. Plaintiff Reed Taylor was represented by attorney Roderick C. Bond. Defendants AlA
OPINION AND ORDER ON PLAITNIFF'S MOTION FOR
SUMMARY JUDGMENT

Services Corporation and AlA Insurance, Inc. were represented by attorneys Gary D. Babbitt and
D. John Ashby. The Court, having read the motion, briefs, and affidavits submitted by the
parties, having considered the record in the matter, having heard oral arguments of counsel and
being fully advised in the matter, hereby renders its decision.

ANALYSIS

On February 8, 2008, the Court granted Plaintiff partial summary judgment after finding
Defendants AIA Services Corporation and AIA Insurance Inc. were in default on a $6 million
Promissory Note. Subsequently, Plaintiff filed a Motion seeking summary judgment as to the
amount owed and for Rule 54(b) certification and Defendant AlA filed a Motion for
Reconsideration. The Court denied the motion for reconsideration on May 8, 2008, leaving the
Court to enter an opinion and order on Plaintiff's motion for judgment on the Promissory Note
and request for Rule 54(b) certification.
In an action involving multiple parties and/or multiple claims, cross-claims,
counterclaims or third party claims, Rule 54(b) allows the court to direct the entry of a final
judgment on one or more claims but less than all claims or parties if the court finds there is no
just reason for delay and a request for Rule 54(b) certification has been filed. If any parties to
the action are entitled to offsets because of counterclaims or cross-claims, a single judgment for
the difference between the entitlements is to be entered in favor of the party entitled to the larger
judgment.
The decision to grant or deny a request for Rule 54(b) certification is committed to the
sound discretion of the trial court. "The decision to grant certification under LR.C.P. 54(b) is
reviewed for an abuse of discretion. See Thorn, 122 Idaho at 45,830 P.2d at 1183. We have
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SUMMARY JUDGMENT
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cautioned that I.R.C.P. 54(b) certification should not be granted routinely, or as a matter of
course; it should be reserved only for "the infrequent harsh case." Id. (quoting Pichon v. L.J

Broekemeier, Inc., 99 Idaho 598, 602,586 P.2d 1042, 1046 (1978)) (additional citations
omitted). The party requesting certification must show that it will suffer some hardship or
injustice, or provide some other compelling reason why the certification should be granted.

MilbankMut.Ins. Co. v. Carrier Corp., 112 Idaho 27, 28, 730 P.2d 947,948 (1986). Further,
mere delay is not a hardship in and of itself, because LR. c.P. 54(b) contemplates that there will
normally be a delay in cases involving multiple parties and motions. Id. at 29, 730 P.2d at 949."

Kolln v. Saint Luke's Regional Medical Center, l30 Idaho 323, 328, 040 P.2d 1142 (1997).
The Court finds certification under Rule 54(b) inappropriate. First, the Court is unable to
grant summary judgment on the amount owed as Defendant AIA disputes the amount asserted by
Plaintiff and there has been no hearing on the matter. Secondly, even if the amount owed was
not in dispute, Defendants have pleaded various counterclaims that have not yet been adjudicated
and that would act as an offset against the amount owed on the Promissory Note. As a result,
there can be no entry of a final judgment and/or certification of a judgment as final.

Dated this

f5

day of May 2008.
/

OPINION AND ORDER ON PLAITNIFF'S MOTION FOR
SUMMARY JUDGMENT

CERTIFICATE OF MAILING
I hereby certify that a true copy of the foregoing OPINION AND ORDER ON PLAINTIFF'S MOTION
FOR SUMMARY JUDGMENT was

~

_FAXED

V mailed, postage prepaid, by the undersigned at Lewiston, Idaho, this 8 day of May 2008, to:
Roderick Bond
508 Eighth St
Lewiston, ID 83501
Dean Wullenwaber
POBox
Lewiston, ID 83501
Gary Babbitt
John Ashby
PO Box 1617
Boise, ID 83701-1617
James Gatziolis
Charles E. Harper
Quarles @ Brady LLP
500 W Madison St., Ste 3700
Chicago 1L 60661-2511
Michael McNichols
PO Box 1510
Lewiston, ID 83501
Jonathan Hally
PO Box 285
Lewiston, ID 83501
David Gittins
PO Box 191
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DEPUTY

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

REED 1. TAYLOR, a single person,
Plaintiff,
v.

)
)
)
)
)

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof,
BRIAN FREEMAN, a single person; and
JOLEE DUCLOS, a single person; CROP
USA INSURANCE AGENCY, INC., an
Idaho corporation; and JAMES BECK and
CORRINE BECK, individually and in the
community property comprised thereof;
Defendants.

)
)
)
)
)
)
)
)
)
)
)
)
)
)

CASE NO. CV07-00208
OPINION AND ORDER ON
DEFENDANTS' MOTION FOR
RECONSIDERATION OR,
IN THE ALTERNATIVE, FOR
CERTIFICATION FOR
INTERLOCUTORY APPEAL

------------------------------)
This matter is before the Court on Defendants' AlA Services and AlA Insurance Motion
for Reconsideration and Clarification and, in the Alternative, Request for Certification for
Interlocutory Appeal. A hearing on the motion was held March 13,2008. Plaintiff Reed Taylor

Taylor v AU
Opinion & Order on Motion for Reconsideration ofPS]

was represented by attorney Roderick C. Bond. Defendants AlA Services Corporation and AlA
Insurance, Inc. were represented by attorneys Gary D. Babbitt and D. John Ashby. The Court,
having read the motion, briefs, and affidavits submitted by the parties, having considered the
record in the matter, having heard oral arguments of counsel and being fully advised in the
matter, hereby renders its decision.

BACKGROUND
The facts forming the background for the above-entitled litigation have been articulated
in a number of prior opinions entered by the Court and will not be repeated here. Instead, only
those facts relevant to the motion for reconsideration or the alternative motion for permission to
file an interlocutory appeal, filed by Defendants AlA Services and AlA Insurance (hereinafter
"Defendant AlA"), will be addressed.
In its brief in support of the motion for reconsideration, Defendant AlA argues for the
first time the effect of the Series A Preferred Shareholder Agreement on the payment terms of
the $6 million Note. The Series A Preferred Shareholder Agreement was made part of the record
only when attached to the Affidavit of John Taylor in Support of Motion for Reconsideration and
Clarification and, in the Alternative, Request for Certification for Interlocutory Appeal filed
February 25,2008.' The Court was, therefore, upon hearing the motion for summary judgment,
unable to consider what it did not have before it.
Defendants also contend on motion for reconsideration that the Court's analysis was
incomplete in that the Court failed to address the issue of waiver raised by the Defendants in

1 The original 1996 Stock Redemption Restructure Agreement had a number of attachments, including the Series A
Preferred Shareholder Agreement designated as Exhibit G. However, while the 1996 Stock Redemption Restructure
Agreement was attached as Exhibit B to the Affidavit of John Taylor filed February 26,2007 and was admitted into
the record as Plaintiffs Exhibit B during the March 1, 2007 hearing, at no time did the document include the
exhibits noted in the body of the document nor was the Series A Preferred Shareholder Agreement made part of the
record as a separate document until it was attached to the Affidavit of John Taylor filed February 25, 2008.
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their opposition to Plaintiffs motion for partial summary judgment. The Court will consider the
Series A Preferred Shareholder Agreement and the waiver issue now.

STANDARDS OF REVIEW

The decision to grant or deny a motion to reconsider rests within the sound discretion of
the trial court.
When considering a motion to reconsider under I.R.C.P. II(a)(2), the district
court "should take into account any new facts presented by the moving party that
bear on the correctness of the interlocutory order." Coeur d'Alene Mining Co. v.
First Nat'l BankofN Idaho, 118 Idaho 812, 823, 800 P.2d 1026,1037 (1990). A
decision to grant or deny a motion for reconsideration generally rests in the sound
discretion of the trial court. Jordan, 135 Idaho at 592, 21 P.3d at 914. Abuse of
discretion is determined by a three part test which asks whether the district court
"(1) correctly perceived the issue as one of discretion; (2) acted within the outer
boundaries of its discretion and consistently with the legal standards applicable to
the specific choices available to it; and (3) reached its decision by an exercise of
reason." Sun Valley Potato Growers, Inc. v. Texas Refinery Corp., 139 Idaho
761, 765, 86 P.3d 475, 479 (2004) (citations omitted).

Spur Products Corporation v. Stoel Rives LLP, 143 Idaho 812, 817, 153 P.3d 1158 (2007).
Idaho Appellate Rule 12 provides that a motion for permission to appeal an interlocutory
order may be granted by a district court if it fmds there exists "a controlling question of law as to
which there is substantial grounds for difference of opinion and in which an immediate appeal
from the order or decree may materially advance the orderly resolution of the litigation." LA.R.
12.
ANALYSIS

(A) CONSIDERATION AND CERTAINTY REQUIREMENTS
Defendant AlA contends the Court erred when it found the alleged oral modification
lacked consideration. It is AlA's position that the additional interest that would be paid by the
extension of time for payment of the Note is sufficient consideration to make the agreement
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enforceable. In support of its argument, Defendant AlA cites to Rule Sales and Service, Inc. v.

us.

Bank National Association, 133 Idaho 669, 991 P.2d 857 (1999) for the definition of

consideration. However, the Rule Court upheld the lower court's finding that the oral
modification extending the date for payment on a loan lacked consideration as the bank received
no benefit.
[W] note our agreement with the district court's conclusion that the alleged oral
agreement was not supported by consideration. Consideration for a promise may
take the form of an act by the promisee that is bargained for and given in
exchange for the promise. Day v. Mortgage Ins. Corp., 91 Idaho 605, 607, 428
P .2d 524, 526 (1967). Consideration may also consist of a detriment to the
promisee or a benefit to the promisor. Surety Life Ins. Co. v. Rose Chapel
Mortuary, Inc., 95 Idaho 599, 603, 514 P.2d 594,598 (1973).
Rule Sales and Service, Inc. v.

Us.

Bank National Association, 133 Idaho at 674.

The Rule Court did not discuss the fact that the balance due on the loan would continue to
accrue interest during the time extension, though clearly it would. The presumption that must be
drawn is that the Rule Court did not find additional interest to be sufficient consideration to
support an oral modification. This is consistent with the generally accepted understanding of
sufficient consideration. "The payment of interest due or past due at the time it is paid is no
consideration for a promise by the creditor to extend the time for payment of the debt." 17A
Am.Jur.2d Contracts § 523. Therefore, the Court rejects Defendant's argument.
Defendant AlA further asserts Reed Taylor received a benefit by waiving the time for
payment in the following manner. The extension of time would allow AlA and CropUSA to
work together to create a joint agency force, allowing both corporations to improve their
financial positions. AlA would then have sufficient assets to pay Reed Taylor's Note in full.
The Court is not persuaded. Foregoing the payment of a debt so that money can be spent making
a corporation more profitable is a benefit to the corporation, not the unpaid creditor. There can
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be no benefit to Reed Taylor from foregoing payment of over $6,000,000.00 so that CropUSA, a
corporation not liable on the Note, can improve its financial health. Nor does the benefit to AlA
meet the consideration requirement. "A debtor's promise to pay a debt for which he or she is
already obligated is not sufficient consideration to sustain an agreement to extend the time for
payment." 17A Am.Jur.2d Contracts § 522.
Next, Defendant AlA asserts the Court erred in its earlier opinion by finding that the
certainty or definiteness requirement of a modification is higher than the agreed upon certainty in
the original contract. Defendant AlA appears to have misread or misinterpreted the Court's
opinion. Contrary to the arguments of Defendant AlA, the Court did not raise the certainty bar
for oral modification above the bar of certainty established in the original agreement.
Quoting Wrenn v. Lawrence Cotton Mills, Inc, 150 S.E. 676, 678,198 N.C. 89 (N.C.
1929), this Court recognized the general rule that the time for payment may be extended by oral
agreement as long as the time for payment is as definite as in the original contract. '" Granting
that the time of payment may be extended by a definite and binding oral agreement (Oliver v.

us. Fidelity Co., 176 N.C. 598, 97 S.E. 490), we are confronted by the general rule that such an
agreement must fix a definite time when payment is to be made. The time thus agreed on should
be as definite as that which is required when the note is originally executed; the elements of the
agreement being certainty, mutuality, and consideration.'" Opinion and Order on Plaintiff's

Motion/or Partial Summary Judgment and Motion/or Injunction entered February 8, 2008, at
page 11.
This Court's analysis did not end there, however. This Court went on to state, "While
some courts have stated that the rule does not require a precise date to be fixed for the agreement
to be valid, those courts have, nonetheless, held that the time must be readily ascertainable by an
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event that is certain to occur and not one that is contingent. West Texas Loan Co. v.
Montgomery, 200 P. 681, 27N.M. 296 (N.M.l921)." Opinion and Order on Plaintiff's Motion
for Partial Summary Judgment and Motion for Injunction entered February 8, 2008, at page 11.
The Court then took into consideration a less stringent certainty requirement but found "there is
no certainty to the term for payment of the Note, since it was payable upon an entirely contingent
event rather than an event that was certain to occur." Opinion and Order on Plaintiff's Motion
for Partial Summary Judgment and Motion for Injunction entered February 8, 2008, at page 12.
Defendant AlA fails to distinguish oral modification of an existing contract containing a
date certain for payment from a new contract where terms are being agreed upon for the first
time. In footnote at pages 24-25 of Defendant's brief in support, Defendant AlA postulates,
Again, the question is whether these terms would be enforceable if they were the
terms of an original promissory note. If the original Note provided for payment
upon reaching $60 million in new business placements, AlA could not be heard to
argue that the original Note was unenforceable. Instead, it would be enforceable
and payable within a reasonable time.
The Court agrees in theory. If reaching $60 million in new business placements had been
the agreed upon trigger for payment in the original Note, then that would have been the
'definiteness' bar the parties would have to meet upon a modification extending the time for
payment. However, Defendant's statement is little more than conjecture as that was not the
original payment term in the Note. The original payment term in the Note was a specific date,
contingent on nothing but the passage of time.
Certainty as to the alleged 2003 modified due date of the Note appears to have been
elusive even to John Taylor. In an October 2005 email to Reed Taylor's accountant, John Taylor
expressed his hope that an agreement could be reached that would reverse the ten-year old
transaction, would prevent Reed from declaring the Note in default, would allow AlA and
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CropUSA to be put back together and would allow all the parties to be on the same page. 2 At no
point in the email did he indicate an agreement had been reached in 2003 that extended the due
date of the Note. Later, in December 2006, John Taylor expressed a new understanding as to the
due date of the Note in his response to the notice of default from Reed Taylor's attorney.
Writing to attorney Patrick Moran on December 21,2006, John Taylor contended an agreement
had been reached between John Taylor, Reed Taylor and Donna Taylor that extended the due
date of the Note until after Donna Taylor's stock was fully redeemed, an event estimated to
occur in 2012. 3
Reed Taylor eventually filed the above-entitled action for breach of the Note along with a
number of other claims. On February 28,2007, John Taylor filed an affidavit in which he stated
Reed had agreed in 2003 to extend the due date of the Note to when AlA and CropUSA achieved
$60 million in new business placements. 4 On March 1, 2007, John Taylor testified before the
Court and stated the Note was to be redeemed when AlA and CropUSA "hit sixty million dollars
in premium.,,5 Yet, in his deposition taken on August 29, 2007, he was asked several times
about the Notes due date under the terms of the alleged 2003 modification. John Taylor's
answers included, "until we're financially able to pay him ... our goal was to rebuild the agency
force of AlA and CropUSA ... We've always intended and indicated to Reed that we would be
able to pay his interest and principal once the companies were economically viable again ...
When the companies were economically viable ... and able to borrow the amount of money to

2 Exhibit A to the Affidavit of Emie Dantini in Support of Motion for Partial Summary Judgment on the Promissory
Note filed November 15,2007.
3 Plaintiffs Exhibit AE admitted March 1,2007.
4 Affidavit of John Taylor filed February 28,2007, at, 16
5 Tr. of March 1,2007 hearing pp 77-78, attached as Exhibit B to the Aff. of Paul R. Cressman filed Nov. 15,2007.
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pay Reed off ... When they [AlA and CropUSA] had sufficient assets or borrowing power to do

Finally, the Court notes that the cases and secondary sources cited by Defendant AlA in
support of its theory on the issue of certainty are distinguishable, as the citations do not address
modification of an already existing agreement or contract. Defendant's reliance on MacKay v.
Four Rivers Packing Co, 2008 WL 427789 (Idaho 2008) is particularly misplaced as the issue in
MacKay was whether the oral contract fell within the statute of frauds, not whether it was
sufficiently certain to be enforceable.
Upon reconsideration, the Court continues to be of the opinion that the oral modification
is unenforceable for lack of consideration and certainty.

(B) SERIES A SHAREHOLDER AGREEMENT
In 1996, as part of the restructuring of the buyout agreement between AlA, Reed Taylor
and Donna Taylor?, a document entitled Series A Preferred Shareholder Agreement was
executed. S The document superseded and replaced various letters of agreement exchanged
between attorneys for AlA and Donna Taylor and was incorporated into the Stock Redemption
Restructure Agreement. 9 The Series A Preferred Shareholder Agreement, which is nine pages in

Dep. of John Taylor, pp 83-86 and 93, Exhibit A to the Affidavit of Paul R. Cressman filed Nov. 15,2007.
Reed Taylor and Donna Taylor had divorced or were in the process of a divorce at the time the various agreements
were entered. Donna Taylor's ownership of all of the Series A Shares of AlA represented her community property
interest in AlA.
8 See Exhibit B to the Affidavit of John Taylor filed February 25, 2008 and submitted in support of Motion for
Reconsideration and Clarification and, in the Alternative, Request for Certification for Interlocutory Appeal. The
document also appears in Exhibit A of John Taylor's Affidavit filed February 25,2008 as an exhibit to the document
appearing Exhibit A.
9 1996 Stock Redemption Restructure Agreement, page 2, Recital F and page 4, Agreement 1.8.
6

7
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length, details certain obligations owed by AlA to Donna Taylor lO , the sole holder of AlA Series
A Preferred Shares, and discusses how those obligations are integrated with the obligations AlA
owes to Reed Taylor, who is referred to in the document as 'Creditor'.
As was noted by Defendant AlA in its motion for reconsideration, the Series A Preferred
Shareholder Agreement includes a subordination clause that reads:
Payment of principal to Creditor on the $6M Note (whether at maturity or at any
earlier time in accordance with any right of prepayment) shall be subordinated to
payment in full of Company's obligation to redeem the Series A Preferred Stock.
Company shall not pay any principal on the $6M Note until the Series A Preferred
Stock is completely redeemed (provided, however, that this limitation shall not
preclude Company from exercising any contractual or equitable right of offset
against the principal of the $6M Note).
Series A Preferred Shareholder Agreement, page 4, Agreement 3.
Ten years later, on December 1,2006, Donna Taylor and Reed Taylor executed a three
page document entitled Subordination Agreement ll . The document states that Donna Taylor
agrees to "unconditionally and irrevocably subordinate all amounts and obligations owed to her
[by AlA] under the Series A Preferred Shareholder Agreement,,!2 to those obligations, rights and
remedies owed to Reed Taylor by AlA. The document further states,
Donna [Taylor] expressly subordinates all amounts, rights, obligations and
remedies owed to her in favor of (and junior to) Reed J. Taylor under the
following agreements (including all claims, remedies, rights under such
agreements): (a) $6 Million Promissory Note between Reed [Taylor] and AlA
Services Corporation ("AlA Services") dated August 1, 1995; (b) Stock
Redemption Restructure Agreement between Reed, Donna and AlA Services
dated July 1, 1996; (c) Amended and Restated Stock Pledge Agreement between
AlA Services and Reed dated July 1, 1996; (d) Amended and Restated Security
Agreement between AlA Services, AlA Insurance, Inc., and Reed dated July 1,

10 Under the agreement, redemption of Donna Taylor's Series A Shares was subject to a ten-year amortization
schedule from the date redemption commenced, which appears to have been in 1995 or earlier. Accordingly, full
redemption of Donna Taylor's Series A shares should have occurred no later than 2005. See Series A Shareholder
Agreement, page 3, § l(a).
11 See Exhibit D to the Affidavit of John Taylor filed February 25, 2008 and Plaintiffs Exhibit 0 as admitted during
the March I, 2007 hearing in the above-entitled matter.
12 Exhibit 0 to the Affidavit of John Taylor filed February 25,2008 - Subordination Agreement, page 1, ~ l.
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1996; (and (e) Letter between Reed, R. John Taylor, and Donna dated February
27,2001; (f) Series A Preferred Shareholder Agreement between AlA Services,
DOIDla and Reed dated July 1, 1996; and (g) any other agreement, contract or
promise of any kind or nature.
Subordination Agreement dated December 1, 2006, page 1, 'Il2.
Defendant AlA contends the 2006 Subordination Agreement, giving the $6 million Note
payment priority over the debt owed to Donna Taylor, is void and unenforceable as it was
entered into without the consent of AlA 13. Defendants further contend that the only enforceable
subordination agreement is the 1996 agreement and, under it, AlA cannot be held in default on
the $6 Million Note as AlA is prohibited from paying the principal of the Note until Donna
Taylor has been paid in full for her Series A shares, a debt that remains outstanding 14 .
The Series A Preferred Shareholder Agreement is a multifaceted document that
establishes certain contractual obligations between AlA and Donna Taylor and between AlA and
Reed Taylor. In addition, it includes a subordination agreement between AlA's creditors, Reed
Taylor and Donna Taylor, an agreement AlA needed the creditors to reach in order for AlA to be
in compliance with its articles of incorporation provision that protects Series A shareholders.
Defendants further contend that AlA was a party to the subordination agreement and that,
without its consent, Reed and Donna Taylor could not enter into a new subordination agreement.
Defendant AlA argues the 1996 agreement created a 'complete' subordination. The
Court agrees.
A subordination agreement may be "inchoate" or "complete." An inchoate
subordination is triggered by a future event specified in the agreement, such as
insolvency or bankruptcy of the debtor. When subordination is "inchoate,"
payment of the subordinated debt is not restricted unless and until the triggering

13 AlA contends it was a necessary party to the subordination agreement and, therefore, any subsequent
subordination agreement is void if AlA is not a party to the agreement.
14 Under the original terms of the Series A buyout agreement with Donna Taylor, the debt to Donna would have
been paid prior to August 1,2005, the due date on the Promissory Note.
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event occurs. In contrast, a "complete" subordination permits no payment to be
made on the subordinated debt at any time while the senior debt remains
outstanding. In other words, a "complete" subordination is effective immediately.
Id. at 35.

Culp v. Tri-County Tractor, Inc., 112 Idaho 894, 897, 736 P.2d 1348 (Ct.App.l987).
In the instant case, the 1996 subordination agreement permits no payment of the
Promissory Note's principal until Donna Taylor has received full payment for her Series A
Shares. However, the question of whether the subordination agreement was complete or
inchoate is irrelevant to the question of whether Reed Taylor and Donna Taylor could enter into
a new subordination agreement without the consent of AlA. A subordination agreement requires
agreement between creditors, as the right affected is the creditor's right to be paid by the debtor.
We begin by noting the general thrust of a subordination agreement: "It is the
subordination of the right to receive payment of certain indebtedness (the
'subordinated debt') to the prior payment of certain other indebtedness (the 'senior
debt') of the same debtor." Calligar, Purposes and Uses o/Subordination
Agreements, 23 BUS.LAW. 33, 33 (1967).

Culp v. Tri-County Tractor, Inc., 112 Idaho 894, 897, 736 P.2d 1348 (Ct.App.1987).
Defendants rely on Culp for the premise that creditors cannot change a subordination
agreement without the consent of the debtor. The Court finds Defendants' position unsupported
by the language in Culp. The question before the Culp Court was whether subordinated
promissory notes could be deemed in default, and accelerated, while a senior creditor's
obligation was outstanding. Id. at 896. The holding in Culp is applicable to the instant case only
if the 2006 subordination between Donna Taylor and Reed Taylor is found to be invalid.
In Cuip, Culp and Newton each loaned Tri-County Tractor, Inc. $20,000.00, the loans
being evidence by interest bearing promissory notes. Several weeks later, Tri-County Tractor
borrowed additional money from Idaho First National Bank and, as part of the loan transaction,
Culp and Newton signed agreements completely subordinating their notes to the bank loan.
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Three years later, when Tri-County Tractor failed to make certain payments on the notes, Culp
and NeVvion notified the bank they were terminating the subordination agreement and each
brought suit against Tri-County asserting the notes were in default and the debts accelerated.
The trial court agreed and entered judgments in favor of Culp and Newton. Tri-County
appealed.
On appeal, the Court found the subordination agreements were' complete', thereby
prohibiting Tri-County from making payments on the notes "unless the bank gave consent". 15

Culp at 897. The Court held that all of the creditors who were party to the subordination
agreement had to agree to any change. However, the Court at no time found the debtor had to
consent to a change in the subordination agreement. Only a creditor in superior position must
consent, and no superior creditor is present in the instant case.
In the instant matter, the subordination agreement was intended to protect Donna Taylor
as a creditor, not AlA as the debtor. AlA's obligations to Donna Taylor and to Reed Taylor were
not changed or altered because creditors Donna and Reed agreed to enter into a subordination
agreement. Creditors are parties to subordination agreements, not debtors. Therefore, the right
to change or terminate a subordination agreement rests with the creditors who are party to the
agreement. A senior creditor may consent to a junior creditor having payment priority at any
time and any such agreement supersedes a prior subordination agreement and/or language in

15 The Court repeated the words "consent of the bank" or "consent ofthe senior creditor" four more times in its
opinion.
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articles ofincorporation I6 . BlickenstafJv. Clegg, 140 Idaho 572, 97 P.3d 439 (2004).
Under the theory asserted by the Defendant, AlA could prevent Reed Taylor from ever
having a legal remedy for non-payment of the $6 million Note by leaving as little as one cent
unpaid on the debt owed to Donna Taylor I7 . Such an interpretation would result in a legal
absurdity. The only parties whose rights are affected by the subordination agreement are Donna
Taylor and Reed Taylor and as such, it was within their legal right to enter into a new
subordination agreement and to do so without the consent, approval or participation of AlA. 18

(C) WAIVER
Defendant AlA contends the question of waiver is always an issue of fact to be decided
by a jury. Case law does not support such a contention.
Waiver is a mixed question oflaw and fact. Jones v. Maestas, 108 Idaho 69, 696
P.2d 920 (Ct.App.1985). A court first must determine whether the facts alleged to
constitute waiver are true. !d. The court then must decide whether these facts, as
a matter oflaw, suffice to show waiver. Id. Waiver will not be inferred except
from a clear and unequivocal act manifesting an intent to waive. !d.

Soloaga v. Bannock County, 119 Idaho 678, 682, 809 P.2d 1157 Ct.App.1990).
Defendants assert Reed Taylor's conduct evidences both an express waiver and an
implied waiver. Under either theory, the party asserting waiver has the burden of establishing a
clear intent to waive.
16 AlA directs the Court to Section 4.9 of its Articles ofIncorporation and asserts it was a party to the 1995
subordination agreement because of its duty to limit its assumption of debt so long as there are outstanding Series A
shares. AlA then extends the argument to assert there could be no change in the subordination agreement without its
consent. The Court is not persuaded. Section 4.9 of the Articles ofIncorporation protects Stated Value Preferred
Shareholders, i.e. Donna Taylor as the sole Series A shareholder, by requiring AlA to obtain Donna Taylor's
consent before it incurs certain debt. AlA met its obligation by obtaining Donna Taylor's consent to incur its debt to
Reed Taylor, as evidenced by her signature on the agreement documents. Nothing within the language of AlA's
Articles ofIncorporation makes it a party to agreements reached between creditors regarding a subordination of their
rights as creditors. A debtor does not become a party to a subordination agreement merely because subordination is
a condition placed on the incurrence of the debt.
17 The consequence to AlA would be the potential for a default claim by Donna Taylor.
18 The 2006 agreement between the creditors regarding subordination of their rights did not, and could not, result in
noncompliance with the Articles ofIncorporation.
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"A waiver is the intentional relinquishment of a known right. It is a voluntary act
and implies election by a party to dispense with something of value or to forego
some right or advantage which he might at his option have demanded and insisted
upon". Crouch v. Bischoff, 78 Idaho 364, 304 P.2d 646,649 ....

In addition to express waiver, this court has recognized a doctrine of implied
waiver, under which are consistently applied principles of estoppel. City a/Coeur
d'Alene v. Spokane, etc., R. R. Co., 31 Idaho 160,169 P. 930; Hawkins v. Smith,
35 Idaho 349, 205 P. 188.
"The dividing line between waivers implied from conduct and estoppels is
often shadowy as the two terms have come to be quite commonly used
inter-changeably; * * * when the term waiver is so used the elements of
estoppel almost invariably appear, and it is employed to designate not a
pure or express waiver, but one which has come into the existence of
effectiveness through the application of the principles underlying
estoppels." Independent Gas & Oil Co., v. T B. Smith Co., 51 Idaho 710,
10 P.2d 317,320.
This doctrine has also been applied where the court has refused to find an implied
waiver. Neitzel v. Lawrence, 40 Idaho 26, 231 P. 423; Smith v. Faris-Kesl Const.
Co., Ltd., 27 Idaho 407, 150 P. 25, 32, where this court said: "What constitutes a
waiver is essentially a question of intention. * * * In order to establish a waiver
the intention to waive must clearly appear, and a waiver * * * will not be
presumed or implied, contrary to the intention of the party whose rights would be
injuriously affected thereby unless, by his conduct, the opposite party was misled,
to his prejudice, into the honest belief that such waiver was intended or consented
to."

Grover v. Idaho Public Utilities Commission, 83 Idaho 351,357-358,364 P.2d 167 (1961).
"The party asserting the waiver must show that he acted in reasonable reliance upon it
and that he thereby has altered his position to his detriment. To establish a waiver, the intention
to waive must clearly appear." [cites omitted]. Margaret H Wayne Trust v. Lipsky, 123 Idaho
253,256,846 P.2d 904 (1993). "Finally, to impose the equitable doctrine of waiver, there must
be 'direct, unequivocal conduct indicating a purpose to abandon or waive the legal right or acts
amounting to an estoppel by the party whose conduct is to be construed as a waiver'." Idaho

Migrant Council v. Northwestern Mutual Life Insurance Co., 110 Idaho 804, 806, 718 P.2d 1242
(Ct.App.1986), quoting Miln v. Anderson, 576 P.2d 109, 112 (Alaska 1978). "Waiver will not be
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inferred except from a clear and unequivocal act manifesting an intent to waive, or from conduct
amounting to estoppel." Margaret H Wayne Trust v. Lipsky, 123 Idaho 253, 256, 846 P.2d 904
(1993).
The waiver issue in the instant matter has two components: (1) did Reed Taylor waive,
expressly or impliedly, the term in the Promissory Note requiring AlA to pay Reed monthly
interest payments of approximately $41,500.00 and, (2) did Reed Taylor waive, expressly or
impliedly, his right to declare the Promissory Note in default until AlA and CropUSA reached
$60 million in new business placements rather than the date certain for payment of August 1,
2005. The burden of showing waiver by direct, unequivocal conduct rests with AlA as the
asserting party.
There is substantial evidence in the record to support Defendants' contention that Reed
Taylor, either expressly or impliedly, waived monthly interest payments on the Note from
approximately $41,500.00 per month ($498,000.00 per year) to $25,000.00 per month 19
($300,000.00 per year). Account records for interest payments on the Note were submitted to the
Court by Plaintiff Reed Taylor. 2o The records show that from 2002 through 2006, AlA paid
Reed Taylor less than the $41,500.00 per month (or $498,000.00 per year) due under the terms of
the Note. According to the records, in 2002 Reed received $100,000.00 in Note interest; in 2003
he received $135,000.00; in 2004 he received $205,000.00; in 2005 he received $172,500.00;
and in 2006 Reed received $274,729.00 in Note interest.
No evidence was presented by the Plaintiff or Defendants showing Reed Taylor at any
time contested the significantly reduced monthly interest payments. Reed Taylor'S conduct, by

19 Evidence presented earlier indicated the $25,000.00 per month payment was to be distributed as $15,000.00 to
Reed Taylor and $10,000.00 per month to Reed's pilot and ranch hand.
20 Plaintiffs Exhibit AJ admitted March 1,2007. The Exhibit contains account records for the years 2002 through
2006, showing the amount of Note interest paid to Reed Taylor each month by ALA.
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way of omission if not by agreement, supports Defendants' contention of waiver on the part of
Reed Taylor. However, a waiver by Reed Taylor of the term requiring monthly payments of the
Note's interest is not evidence of waiver on the term for payment of the Note's principal, as the
two are separate and independent terms of the Note. Therefore, the question of whether Reed
Taylor waived the time for payment of the Note's principal must be analyzed separately.
Defendant AlA contends Reed Taylor agreed to waive his right to receive payment ofthe
principal of the Note until AlA and CropUSA reached certain financial goals and that his waiver
is evident from his conduct. Defendant AlA first argues that Reed Taylor's conduct in waiting
until December 2006 before putting AlA on notice that it was in default is evidence of his
waiver. The Court is not persuaded. The Court found no authority establishing a standard that
requires a creditor give notice of default within a set period of time or risk having patience
interpreted as waiver. Nor has Defendant AlA provided any legal support for such an assertion.
Defendant AlA directs the Court to 17A AmJur.2d Contracts § 636 for the statement, "An
unexplained delay in enforcing a contract may constitute evidence of waiver and acquiescence in
the manner of the other party's performance." However, in the same paragraph it also states,
However, since the waiver of a contractual right is largely a matter of intent, a
waiver will not be inferred from involuntary or compulsory acts. Nor will mere
silence amount to a waiver of performance, where one is not bound to speak.
Where a contract provides that the waiver of any breach must be in writing to be
effective, an alleged oral waiver of overdue payments is ineffective.
17A Am.Jur.2d Contracts § 636.
When Defendant AlA entered into the Promissory Note in 1995 and the amended
agreements in 1996, it waived its right to assert delay as evidence of waiver on the part of Reed
Taylor. The Note at issue provides, "[T]he undersigned [AlA] and all endorsers and all persons
liable or to become liable on this Note hereby (a) waive diligence, presentment, demand, protest,
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and notice of any kind .... " Promissory Note dated August 1, 1995, § 7.

21

The provision in the

Promissory Note was not altered in any way by the amended 1996 agreements. Rather, the
amended agreements include provisions that coincide and/or enhance the provision in the Note.
The Stock Redemption Restructure Agreement provides that any waiver on the part of any party
to the agreement must be made in writing and that any waiver of a breach of any provision of the
agreement "shall not operate to be construed as a waiver of any subsequent breach". The
Amended and Restated Stock Pledge Agreement is more detailed, stating,
All rights and remedies of Secured Party shall be cumulative and may be
exercised at such times and in such order as Secured Party [Reed Taylor]
determines. The failure of Secured Party to insist upon or enforce strict
performance of any provisions of the Restructured Obligations, or to exercise its
rights or privileges hereunder or thereunder or any of its rights as provided by
statute or law or in equity or otherwise, shall not impair, prejudice or constitute a
waiver of any such right, power, remedy or privilege or be construed as a waiver
of any Default or as an acquiescence therein or preclude the exercise or
enforcement thereof at a later time. Nor shall any single or partial exercise of any
such right, power, remedy or privilege preclude any other or further exercise
thereof or the exercise of any other right, power, remedy or privilege.
Amended and Restated Stock Pledge Agreement22 , page 11.
The parties to the agreements understood in 1995, and again in 1996, that this was more
than just a business agreement - it was also an agreement between brothers. Anticipating that
there might be a reluctance to assert certain rights under the agreements, the written documents
included provisions to prevent any such reluctance from being interpreted as a waiver of rights to
the detriment of Reed Taylor. Defendant AlA, through its agent John Taylor, was at all times
during negotiations and finalization of the agreements a sophisticated party represented by
counsel who voluntarily signed the agreements with full understanding of the terms and

Plaintiffs Exhibit A admitted March 1,2007.
Plaintiffs Exhibit C admitted March 1,2007. The very same language is found in the Amended and Restated
Security Agreement dated July 1, 1996. Plaintiffs Exhibit D admitted March 1,2007.
21

22
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conditions contained therein. Defendant AlA is, therefore, bound by its agreement not to infer a
waiver of rights on the part of Reed Taylor based on a delay in asserting those rights.
Defendant AlA further asserts as evidence of an express or implied waiver of payment of
the Note's principal Reed Taylor's failure and/or delay in giving notice of default. However, as
stated in 17A Am.Jur.2d Contracts § 636, mere silence does not amount to a waiver of
performance where one is not bound to speak. The Note, while including a notice requirement
relative to acceleration of the Note, specifically states that AlA waives diligence, presentment,
demand, protest, and notice of any kind as to a general default. Pursuant to the clear language in
the Note, any failure or delay by Reed Taylor to be diligent, present, demand, protest and/or
provide notice of any kind that the Note is due, was waived by AlA. As a result, Reed Taylor's
mere silence cannot be used against him to assert conduct consistent with waiver to extend the
time for payment of the Note.
Finally, there is the testimony of John Taylor that Reed Taylor expressly or impliedly
waived his right to declare the Note in default until AlA and CropUSA reached certain financial
goals. The Court finds John Taylor's testimony insufficient to create a genuine issue of material
fact when his statements are examined in light of the documentary evidence. "Creating only a
slight doubt as to the facts will not defeat a summary jUdgment motion; a summary judgment
will be granted whenever on the basis of the evidence before the court a directed verdict would
be warranted or whenever reasonable minds could not disagree as to the facts." Snake River

Equipment Co. v. Christensen, 107 Idaho 541,549,691 P.2d 787 (Ct.App.l984).
In December 2006, AlA and John Taylor received a Notice of Default letter from
attorney Patrick Moran who was representing Reed Taylor. 23 The letter gave notice regarding
numerous alleged defaults, including default on the $6,000,000.00 Note. John Taylor, as the
23

Plaintiffs Exhibit F admitted March 1,2007.
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president of AlA, responded by letter24 dated December 21,2006. In his letter, John Taylor
asserted the due date on the Note had been extended by agreement between John Taylor, Donna
Taylor and Reed Taylor until Donna Taylor's stock was fully redeemed, which John Taylor
estimated would occur in 2012. Never in his response letter did John Taylor claim payment of
the Note had been extended by agreement until AlA and CropUSA reached certain financial
goals. This is especially telling where John Taylor states in the letter that he is providing
attorney Moran with all the pertinent facts as to why there was no default of any term within the
agreements and that he had reviewed the same information with Reed Taylor just days prior to
writing the letter.
John Taylor had an earlier opportunity to claim the due date on the Note had been
extended until AlA and CropUSA reached certain financial goals, yet he did not. In an October
2005 emaifs to Reed Taylor'S accountant, Ernie Dantini, John Taylor acknowledges the Note
could be put in default26 and invites Reed and his accountant to offer proposals to modify the
debt. Once again, the documentary evidence belies John Taylor's post-lawsuit claim that Reed
Taylor agreed to extend the time for payment of the Note. The letter and email written by John
Taylor evidence his understanding that the Note was due and are indicative of his efforts to reach
an agreement with Reed that would prevent Reed from exercising his right to declare the Note in
default. Only after Reed Taylor filed the above-entitled lawsuit did John Taylor assert he and
Reed had orally modified the due date of the Note, a process forbidden by the terms ofthe
agreements, to a time when AlA and CropUSA reached certain financial goals. When the record

Plaintiffs Exhibit AE admitted March 1,2007.
Exhibit A to the Affidavit of Ernie Dantini in Support of Motion for Partial Summary Judgment on the Promissory
Note filed November 15,2007.
26 "Three of the four investor of crop know Reed personally .... If the note is put in default, I will not be able to
keep any [of] them on board to do any type buyout, merger or deal with Reed."
24

25
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is considered as a whole, the Court is unable to find evidence of an intent by Reed Taylor to
waive the time for payment of the Note.
The second element of waiver is reliance. "Even though consideration is not necessary to
establish a waiver, it must appear that the adversary party has acted in reliance upon such a
waiver and altered his position." Brand S Corp. v. King, 102 Idaho 731, 734,639 P.2d 429
(1981). Defendant AlA has failed to show it altered its position to its detriment in reliance of an
extension of time to pay the Note. Defendant AlA has attempted to show reliance by the
following acts: (a) AlA abandoned a new health insurance product that would have provided it
with a revenue source to pay off the Note; (b) AlA ceased its efforts to obtain financing to pay
off the Note and instead put its efforts into building up a joint agency force with CropUSA; (c)
AlA guaranteed over $15,000,000.00 in loans to CropUSA; (d) AlA altered its payments to
Donna Taylor; (e) AlA allowed Reed Taylor to continue on as sales manager even though it
would have preferred to terminate him.
AlA is a corporation with a board of directors and corporate officers. Decisions made by
the directors and officers are to be made with an eye toward increasing profits and maintaining
corporate viability for the benefit of the shareholders and others. Given the structure of the
corporation and the alleged reason for the waiver, it is disingenuous for AlA to contend it
abandoned a revenue producing product, guaranteed a $2,000,000.00 loan and a $15,000,000.00
line of credit for CropUSA, modified its payments to Donna Taylor, and allowed Reed Taylor to
stay on as sales manager because of reliance on Reed Taylor waiving his right to declare the
Note in default.
Defendant AlA contends Reed Taylor waived his right to declare the Note in default in
order to allow AlA and CropUSA to reach certain financial goals that would put the corporations
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in a better financial position to honor AlA's debt obligation to Reed. Defendant AlA then says it
altered its position and, in reliance of the waiver, abandoned a revenue producing product and
guaranteed millions of dollars of debt incurred by CropUSA, all in reliance on Reed Taylor's
waiver. The conduct AlA attributes to reliance on the waiver runs counter to the very reason
AlA puts forward as the reason Reed Taylor allegedly agreed to a modification. A corporation
wanting to improve its financial health does not abandon revenue producing products and/or
significantly increase its debt obligations when it is unable to meet its current debts. While
AlA's business decision may have been detrimental to the corporation, they are not decisions
that can logically be argued as being done in reliance of an extension of time to pay a long
standing debt.
AlA next contends it modified the payment schedule on its debt obligation to Donna
Taylor and begrudgingly retained Reed Taylor as sales manager, all in reliance on Reed Taylor'S
waiver of payment on the Note. AlA, however, provides no logical explanation as to how these
two decisions were an altering of AlA's position based on reliance of Reed's waiver. The
impact of an extension of time to pay the Note should have been to free up funds to pay the debt
owed Donna Taylor, not reduce the availability of funds to pay any creditor. And, by contending
it felt coerced by Reed Taylor to abandon a revenue producing product and to retain Reed as
sales manager, Defendant AlA implies it knew Reed could declare the Note in default and was
attempting to keep Reed happy so he would forgo that right.
The Court is unable to find AlA altered its position in reliance of the alleged waiver.
Defendant AlA contends it sought a modification because it was financially unable to meet its
obligation on the Note. However, AlA has failed to reasonably connect its business decisions,
decisions that run counter to the goal of improving AlA's financial health, to reliance on a
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waiver of Reed Taylor's right to declare the Note in default until AlA and a corporation with no
obligation on the Note reached certain new business goals. Therefore, the Court finds Defendant
AlA has failed to make a prima facie showing of waiver, as AlA has not shown an intent on the
part of Reed Taylor to waive his right to payment of the principal of the Note and has failed to
show AlA altered its position, to its detriment, in reliance of the alleged waiver.

CD) INTERLOCUTORY APPEAL
In the alternative, Defendant AlA moves for permission to appeal the Court's Opinion
and Order entered February 8, 2008. Idaho Appellate Rule 12 allows a trial court to grant a
motion for permission to appeal an interlocutory order or decree if the court finds there is a
controlling question of law for which there is substantial grounds for difference of opinion and
that an immediate appeal may materially advance the orderly resolution of the litigation. The
Court finds the issues ruled on by the Court in the instant matter meet the grounds set out in
Appellate Rule 12. Therefore, the Court grants Defendant AlA permission to seek interlocutory
appeal with the Supreme Court.
ORDER
Defendant AlA's Motion to Reconsider is hereby DENIED. Defendant AlA's alternative
Motion for permission to file an interlocutory appeal is hereby GRANTED.

8

Dated this
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Attorneys for Plaintiff
508 Eighth Street
Lewiston, Idaho 83501
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IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Case No.: CV-07-00208
Plaintiff,
v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
Corporation; and JAMES BECK and
CORRINE BECK, individually and the
community property comprised thereof;

AFFIDAVIT OF REED J. TAYLOR IN
OPPOSITION TO AlA SERVICES AND AlA
INSURANCE'S MOTION TO AMEND
ANSWER AND MOTION FOR RULE 67
DEPOSIT AND IN OPPOSITION TO
CONNIE TA YLOR, JAMES BECK AND
CORRINE BECK'S MOTION FOR
PARTIAL SUMMARY JUDGMENT

Defendants.

STA TE OF IDAHO

)
) ss:
COUNTY OF NEZ PERCE )
I, Reed 1. Taylor, being first duly sworn on oath, deposes and says:
1.

I am over the age of eighteen years, competent to testifY in court, the

plaintiff in this action, and make this Affidavit based upon my personal knowledge.
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2.

John Taylor, Richard Campanaro, James Beck and Michael Cashman

sought to have my shares in AlA Services redeemed so that John Taylor and Richard
Campanaro could take operational control of AlA Services. Attached as Exhibit A is a
copy of a letter from Richard Campanaro to me and my brother John Taylor dated April
14, 1995. To my knowledge, none of the defendants in this action have provided any
correspondence from or to Richard Companaro when my attorneys have specifically
requested such information. As seen in the attached letter, I was being solicited to sell
my shares in AlA Services.
3.

Attached as Exhibit B is a Notice of Special Meeting of Shareholders

dated June 27, 1995, that was provided to the shareholders of AlA Services in connection
with the company's restructure, the redemption of my shares, and the other actions
sought to be taken by John Taylor and the other shareholders.
4.

Attached as Exhibit C is a letter to AlA Services' shareholders signed by

R. John Taylor dated July 10, 1995. This letter was provided to my attorneys through

discovery by AlA Services. In Exhibit C, John Taylor urged AlA Services' shareholders
to approve the contemplated transactions, including, the redemption of my shares in AlA
Services. AlA Services represented that the redemption of my shares had the necessary
approvals.
5.

Attached as Exhibit D is a copy of a Private Placement Memorandum that

was sent to all shareholders and was referenced in Exhibit C.
6.

Attached as Exhibit E is an Investment Agreement between AlA

Services, Richard Campanaro, James Beck and Michael Cashman dated June 30, 1995, in
which the forgoing parties placed a condition that my shares would be redeemed. This
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agreement was provided to my attorneys through discovery by AlA Services.
7.

Attached as Exhibit F is the Subscription Agreement for James Beck's

purchase of his Preferred C Shares that was provided to my attorneys through discovery
by AlA Services.
8.

Attached as Exhibit G is a Preferred C Shareholder list that was provided

to my attorneys through discovery by AlA Services. As indicated on the shareholder list,
James Beck did not become a shareholder until after my shares were redeemed by AlA
Services. James Beck had full knowledge of all of the details of the redemption of my
shares and was one of the persons behind trying to redeem my shares.
9.

Attached as Exhibit H is a shareholder list for AlA Services that was

provided to my attorneys through discovery by AlA Services. This document shows that
my shares were canceled by AlA Services. The shareholder list indicates that the shares
owned by John and Connie Taylor are listed only in John Taylor's name.
10.

Attached as Exhibit I is an opinion letter provided to me on August 15,

1995, by counsel for AlA Services stating that the redemption of my shares was legal,
that AlA Services had the power and authority to redeem my shares and that AlA
Services had received the necessary shareholder approval for the redemption of my
shares.
11.

Attached as Exhibit J are pertinent pages of AlA Services' Bylaws that

were provided to my attorneys through discovery by AlA Services.
DATED: This 9th day of May, 2008.

Reed 1.
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SUBSCRIBED AND SWORN to before me this 9 day of May, 2008.

Notary Public for Idaho
Residing at: LetA.)/>5iorJ
My commission expires: ~;Y6Ci<:Y
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Richard W. Campanaro
1 Ocean Ridge Court
Ponte Vedra Beach
Horida 32082
April 14, 1995
Mr. Reed Taylor
Mr. John Taylor
A TA Services Corp
One Lewis Clark Plaza
Lewiston, Idaho 83501
Dear Reed & John:
As you both lmow, following the Board of Director's and Stockholder's
meetings held in Boise, Idaho in early March, Mr. Michael Cashman, myself, Mr.
Jim Beck, and the representatives of Jolm G. Kinnard expected a response hom Mr.
Reed Taylor detailing the sale of his stock in AlA. Mr. Reed Taylor specifically
indicated to both Mr. Cashman and mysclfthat such a rcsponsc would be
immediately forthcoming; that, in fact, he had retained the services of an attomey
for the purpose of attempting to fmalize the details of our sale and purchase
agreement.
New infonnation has become available to me since that time which force me,
on behalf of all the investors involved, to withdraw the original proposal that Mr.
Reed Taylor was familiar with. This action is being taken, in no small part, after
discussions with the primary investors this past week in Minneapolis, detailing not
only the new preliminary fmancials but Mr. Reed Taylor'S and Mr. Ernie Dantini's
actions while Twas in Lewiston on April 4,5,6. Twill, in the spirit of good will,
attempt to summarize our COllcems and preliminarily propose a new structure that
more accurately reflects the current value of AlA Services.
Please understand that I am acting on behalf of not only myself and the
investment I am personally willing to make in your company but numerous others
that havej oined me in this attempt. I must, therefore, be prudent in my evaluations
in order to preserve my integrity with these associates. Kindly accept this
memorandum in that context. I have tried extremely hard to get Mr. Reed Taylor's
attention to important matters to no avail and I can only assume that, perhaps, he has
decided to venture out in a different direction. Tfthat is the case, as his associate
and advisor Mr . Dantini has indicated to me, then I wish you both
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the very best. If that is not the case, I request a response to this letter at your earliest
convenience. I can not emphasize enough that Mr. Reed Taylor has delayed matters
to the point of already discouraging a number of the interested investor group;
whether or not I can re-establish their excitement remains to be seen.
Preliminary 1994 year end numbers have come to my attention that demand,
by themselves, a restructuring of our offer. 1 can not ignore an approximate $4
million GAAP loss. Nor can I ignore the fact that the marketing field force was
decimated beyond the indications you both gave me initially and defmitely beyond
my expectations. Prior to knowing the entire financial picture ( 1994) I was having
a difficult time justifying to my associates and other interested parties $ 15 per share
as a fair market value for AIA Services. Evaluations oftme worth ranged from
$3.50 to a maximum of $7 .00 per share, depending upon the weight given the sales
force and value ofthe association hanchises. I truly struggled with those inve~tiIlg
with me to keep the price up for Mr. Reed Taylor because I gave him my word I
would do so and T fclt we could capitalize on the momentum of the regulatory
issues being resolved and the risk being sold to Centennial. However, much to my
chagrin and surprise, Mr. Reed Taylor has taken actions to even abort any
momentum that might have been gained .
.Again, I beg your indulgence but I must enumerate, now, those actions that I
felt obligated to address with my associates and that "speak directly" to the
purchase price we are willing to offer.
(1) Mr. Reed Taylor has refused to negotiate an agreement The letter to
John, T presume, was ajoke.
(2) Mr. Taylor has allowed his associate, Mr. Dantini, to disrupt the entire
operations of AIA on behalf of an insurance program that will not be
part of our purchase agreement. Further, Mr. Dantini has spent, in
1995, over $200,000 on this program, the entire cost of which must
be reflected in My agreement we might reach in the future. Lastly, Mr.
Dantini has been a negative influence on.the employees of AIA by
continuing to degrade my efforts and those of my associates.
Therefore, please take notice that no possible purchase agreement
will be reached without the understanding that the CAP program and
Mr. Dantini are permanently off-premises at the time of closing, and
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the CAP program will officially be separated from any AIA
involvement.
(3) Mr. Reed Taylor addressed issues with his attomey, Scott Bell, that,
as the Chairman ofthe Board of Directors, he should have known were
hcrctoforc resolvcd. This indicatcs to me a lack of scriousness on his
part or a complete lack of understanding ofthe structure we were
attempting to avail ourselves of in order to effect this purchase. It
appears that Mr. Reed Taylor was attempting to sabotage, for whatever
reason, the entire purchase agreement.
(4) Mr. Taylor has undermined the marketing momentum by failing to
either cooperate with us or discuss the actions of Gary Modrell
that have been seriously detrimental toAIA. He has even forced
Mr. William Tarbart to the point of eliminating himself ti'om the team
I had hoped to have with me in this endeavor. If I cannot convince
Mr. Tamart to ehangc his mind, it will bc a m~or obstacle to my
moving forward at all.
I sincerely hope you both understand my current position. I was, and continue
to be, a sincere purchaser ofMr. Reed Taylor'S stock and the restructuring ofAIA.
However, given all of the above, which I cannot ignore, you have left me absolutely
no choice but to reconsider my offer and to bring it into line with current fmancial
values. Further, any potential for my involvement must also take into consideration
those qualitative,judgmental issues which now seem to be negative rather than
positive. I don't know how else to express it, unfortunately. We would have a great
deal more to overcome and rebuild now as opposed to earlier evaluations.
If you continue to have an interest in pursuing a possible agreement, please do
so with the following in mind.
1. I will offer Mr. Reed Taylor the $1.5 million down payment as agreed lo.
2. I will not offer Mr. Taylor any guarantee, for the balance of his stock
purchase price over and above a value of $ 5.00 per share. In other words, if
500,000 shares continues to be the number to be sold by Reed, these shares are
worth a total of $2.5 million. After the $ 1.5 million down payment, I will be willing
to structure some sort of agreeable guarantee for a halance of $ 1 million.
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Whatever is to be paid over $5.00 per share, and that remains to be re-negotiated,
Mr. Taylor will have to assume the risk along with the investor groups.
3. I will entertain a re-negotiated price per share providing it is within a
reasonable range of the current stock value.
4. I will not pay an intere:-.t rate of prime + 112% on the balance of the
stock purchase price. I will entertain paying prime or 7%, whichever is less.
5. I would prefer to purchase all ofMr. Reed Taylor's stock rather then risk
further negative influences on his part. However, that price, as stated, must be renegotiated.
6. All expenses accrued by the CAP program in 1995 must be made whole
for AlA at closing.
7. The CAP program must be removed from AlA prior to dosing and Mr.
Dantini must be off-premises, permanently, by any closing date.
8 Mr. Reed Taylor must agree to testify for AlA as to the actions
detrimental toAIA by Mr. GalY Modrell. Mr. Modrell will be terminated, without
renewals, immediately following closing and, should a law suit be instigated, Mr.
Taylor must assume the identical posture in this regard that he stated to be fact prior
to the "agents" meeting in Dallas, Texas; i.e., Mr. Modrell had committed actions in
direct conflict to AIA's best interests. Mr. Modrell has been given more than
adequate time to perform since being advised of AlA's marketing direction; he has
been given time and notice as to tennination; and he has been offered the
opportunity to negotiate a settlement with the Company. Mr. Reed Taylor interfered
with that process to the detriment ofAIA and must now help to rectify the situation.
9. Additional covenants will be included in any purchase agreement, all of
which callIlot be enumerated herewith. However, the above are the basic necessalY
terms of any future agreement and, ifthey are not acceptable, it serves no useful
purpose to proceed.
It is my understanding that Mr. Bruce Sweeney is the Chairman of a Board
committee appointed to fmalize any agreement with Mr. Reed Taylor. Therefore, by
way of a copy of this letter, I am infomling him of these new developments. I am
also sending Dick Riley a copy so that he might appropriately respond to the letter
of intent drafted by Scott T. Bell, which, in my opinion, is another indication of Reed
Taylor'S lack of seriousness concerning the sale of his stock.
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I sincerely hope we can reach an agreement to proceed with this transaction
in a reasonable period of time. If you both wish to pursue the matter, please advise
me as soon as possible. Collectively, we have a great deal oftime, effort, and
money invested in this opportunity. Moreover, I respectfillly request Mr. Reed
Taylor and his attorney to address any future letter of intent to me as opposed to
John Taylor. I believe it's inappropriate to assume that John Taylor can negotiate
with Rccd Taylor on my bchalf, givcn thcir rclationship.

Sincerely,

Richard W.Campanaro
cc: Mr. Bruce Sweeney
Mr. Dick Riley

**Hard copy to follow

AFFIDAVIT OF REED J. TAYLOR

.,',.,

--"·-··-'"--"------~~-·I

I
I

AlA SERVICES CORPORATION

One Lewis Clark Plaza
Lewiston, Idaho 83501
NOTICE OF SPECIAL MEETING OF. SHAREHOLDERS
July J.S, J.99S, at 3:30 p.m.. PDT

You are cordially invited to attend .a special meeting of
shareholders of AlA Services corporation ("Companyll). The meeting will
be held at the Company's offices at One Lewis Clark Plaza, Lewiston,
Idaho on Tuesday, July 1,8, 1,995, at 3:30 p.m. PDT.
The company's shareholders previously approved
reorganization and recapitalization at a special meeting
1,995. Since that time, however, changed circumstances have
changes in the reorganization plan. Some components of the
require shareholder approval.

a plan of
on March 11"
necessitated
revised plan

The meeting will be held for the purpose of considering and voting
upon certain corporate transactions necessary to implement the company's
revised plan to reorganize the Company's capitalization, ownership and
operations.
The proposed reorganization includes. the following
transactions:
1,.

Amendment of the company's Articles of Incorporation to decrease
the par value of Company's Common stock from '$1.. 00 per share to
$0.01 per share, to cancel the previously authorized 735,000
shares of Series B 10% Preferred Stock, to increase the number
of authorized shares of Series C 10% Convertible Preferred Stock
from 150,000 shares to 500,000 shares, and to allow the holders
of the Series C Preferred stock to elect two directors to the
Company's Board of Directors.

2.

Cancellation of the previous authorization to issue series B
Warrants to purchase up to 22.64% of the Company's Common stock
and Series C warrants to purchase up to 1,0.4% of the company's
Common Stocki and authorization to issue Series C Warrants to
purchase up to 1,5.33% of Company's Common Stock.

3.

Issuance of 150,000 shares of series C Preferred stock and the
Series C Warrants to purchase up to 4.6% of company's Common
Stock, pursuant to an Investment Agreement with Messrs. Cashman
and Beck.

4.

Issuance of a special warrant to Messrs. Cashman and Beck to
purchase up to 6% of Company's Common Stock.

5.

Redemption of all of Reed J. Taylor IS 613,494 shares of
Company I s Common Stock for $7.5 million and certain other
consideration, pursuant to the terms of a Stock Redemption
Agreement, a Consulting Agreement and related documentation;
application of the proceeds of sale of 150,000 shares of Series
C Preferred stock and attendant Series C Warrants to the $1.5
million down payment of the redemption price for Reed J.
Taylor I s Common Stock; issuance of the Company's $6 million
promissory note for the balance of the redemption price for Mr.

NOTICE OF SPECIAL MEETING
OF SHAREHOLDERS

1

!

r:

ZUf9ft;;
AIA0025495

AFFIDAVIT OF REED J. TAYLOR

r

EXHI I B

._'-"-"--'

~~~="':':":';-l

!
Taylor's Common Si;:..ockj and related transactions with Mr. Taylor,
including' . (without limitation) the Consulting' Agreement and
certain documents pursuant to which, to secure the payment of
the promissory I Mr. Taylor is granted a security interest in the
stock and the commission income of company's operating
subsidiaries.
6.

Borrowing of $2.8 million from West One Bankj and the issuance
of warrants to purclJ.ase up to nine per cent (9%) of Company's'
Cammon Stack in consideration' of loan guarantees by Messrs.
Cashman &,Beck.

7.

Applicatian of a partion .of the praceeds of West One Bank loan
to the partial redemptian .of the outstanding Series A Stated
Value Preferred Stock and the full payment .of the Company's
indebtedness to First Interstate Bank.

8.

cantribution of at least $1.0 millian of the proceeds .of West
One Bank loan to the, company I s subsidiary, The Universe Life
Insurance Company (\lULIC"); and distribution of ULIC's
subsidiary, AIA Insurance r Inc., to the Company.

9.

Approval of an amendment to Company's ~989 Stock option Plan for
key employees to increase the number of shares of ,Common stock
reserved for issuance upon exercise of options granted under the
plan fram 400,000 to 500 / 000.

10.

Authar~zation

of a three-for-one (3: 1) split of Company's CallUllan

stock.
'~1.

12.

Autharizatian to issue additianal shares of Series C Preferred
stock and, attendant to each such share, a Series C warrant to
purchase .000030?% of Campany's Common stock.
All other carporate actions necessary ta recapitalize and
rearganize the Company '(including, withaut limitation I all,
necessary regulatory filings. to obtain approval of change of
cantrol of Campany's insurance subsidiaries) in accordance with
plan appraved by Board .of Directors.
'

As saan as passible priar to the meeting, the company will farward a
Disclosure Statement which summarizes the various transactions included in
the proposed plan of rearganizatian, together with a form .of proxy for your
use in the event you are unable to attend the meeting. If yau attend the
meeting, yau may vate either in persan or by yaur praxy.
If yau have any questions r please da nat hesitate ta-contact us.

i
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JoLEE K. DUCLOS

LewisttlD", Idaho
June 27, 1995
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P.O. Box 538
Lewiston. Idaho 83501-0538
(208) 799-9000 FAX (208) 746-8159
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AlA Universe
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July 10, 1995

AIAServices corporation Shareholders:
A special meeting ·of the shareholders of ArA Services corporation
("Company") will be held on July 18, 1995, at 3:30 p.m. PDT at
Company's offices at One Lewis Clark Plaza, Lewiston, Idaho, to
consider a revised plan of reorganization of the Company. As you
may have heard, the. Kinnard offering for Series B Preferred stock
of AlA Services corporation ("Company") was not successfully
comple.t ed. The offering and our agency agreement with Kinnard were
terminated in May.
We have continued discussions with various
other interested investors.
Mr. Mike Cashman and Mr. Jim Beck have agreed to purchase $1.5
million of Series C 10% Convertible Preferred Stock and related
Series C Warrants. In addition, they have agreed to guarantee a
bank loan for $1 million. Mr. campanaro and some of his friends
may also guarantee a .bank loan to the Company or purchase Series C
Preferred Stock and Warrants for . an additional $1 million.
The
guarantors will receive Warrants for up to 9% of Company's Common
Stock as consideration for their guarantees.
with the proceeds from the sale of the Series C Shares and Warrants
and from .bank loans we will be able t,o reorganize the Company. The
transactions comprising the reorganization are detailed in the
enclosures. The reorganization includes the Company's purchase of
all Reed Taylor's shares of Common Stock; issuance of a 10 year
promissory note to Mr. Taylor, interest-only payable for 10 years
with the $6 million balance due at maturity and secured by security
interests in the stock and commission income of Company's operating
subsidiariesjdischarge of approximately $480,000 of Mr. Taylor's
indebtedness to the company; transfer of the airplanes and related
debt to Mr. Taylor; and other related transactions.
We are seeking shareholder approval of an amendment to the
Company's Articles of Incorporation to change the par value of
Company's Common stock from $1.00 to $.01 per share, to cancel all
the previously authorized Series B Preferred Stock, and to increase
the number of authorized shares of Series C stock from 150,000 to
1
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500,000 shares.
(This change in par value does not affect the
value of your shares.) The Company will continue to market the
Series C Shares and related Warrants to qualified individual
investors even after the closing of the reorganization
transactions. The proceeds from the sale of. such additional shares
of Series C stock will be used to retire the Series A Preferred
Stock held by Donna Taylor, to retire bank debt and/or to fund the
balance of the redemption price due to Mr ~ Reed' Taylor.
In
addition, the Company intends to borrow an additional $800,000 from
West One Bank to payoff the First Interstate Bank note.
Under the Company's revised plan of reorganization, the previously
approved merger with RJ Holdings will no longer be necessary.
Instead, John Taylor will receive options to purchase 475,000
shares of Common stock, and Rich Campanaro will receive options,
which will become exercisable only after certain performance goals
are met, to purchase 625,000 shares of Common stock. Mr. Campanaro
and Mr. Taylor will execute employment agreements with the Company.

I

Also, your shares will be split three-for-one. On a fully diluted
basis, {i.e., assuming that all presently outstanding options are
exercised}, minority shareholders now own 13.4% of the Company,
excluding Reed and John's shares. After the reorganization and the
3:1 split, the minority shareholders (other than Mr. Campanaro and
John) will own 552,000 shares which equals 21.15% of the Company
(assuming exercise of the options granted to Mr. Campanaro and Mr.
Taylor) •

I

II

I
I
II
i

If all the Warrants are exercised (other than the loan guarantee
warrants) and all the Series C Preferred Shares are convertedtQ
Common stock, the minority shareholders' percentage of the Company
will decrease to 17.96%, based upon the minimum offering. If all
authorized Series C Shares and related Warrants are sold, however,
the minority shareholders' interest could ultimately be reduced to
10.58% (excluding any Warrants to be issued as compensation for
guaranteeing the bank loans).

•
~

Because the revised reorganization plan no longer includes the
previously authorized merger with RJ Holdings,
dissenting
shareholders will not have any statutory "dissenters I right" to
liquidate their stock; and the Company does not intend to offer to
purchase any of your shares at this time.
The Company still intends to follow its business plan to market
insurance products to the agricultural commodity associations, but
will not incur any additional insurance underwriting risk.

2
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I have enclosed for your review several documents including:
1.

A Confidential Private Placement Memorandum dated June 1,
1995, and a Supplemental Disclosure Statement which
describe the reorganization and the proposed business
plan.

2.

Proposed Articles of Amendment of the company's Articles
of Incorporation.

3.

A proposed amended 1989 Stock option Plan.

4.

The proposed form of Series C Warrant.

5.' A form of proxy to record your vote in the event you are
unable to attend the shareholder meeting.
I urge you to support and ratify the' transactions proposed in these
documents.
I believe this is the best possible scenario for the
ultimate survival and continued prosperity of the Company and all
of us as shareho ers.,

3
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AIA SERVICES CORPORATION

Confidential
Memorandum
_.
. Private Placement
.

June 1, 1995

Offered .by:
AlA Services Corporation
One Lewis Clark Plaza
Lewiston, ID 83501
(i08) 799~9000
.i

.

Name of Offeree

AFFIDAVIT OF REED J. TAYLOR

.

_.

.

_

......... -- .

Memo"rimdtim :Number

E , I

Zflll
AIA0002297

CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM
ALA services corporation
One Lewis Clark Plaza
,P.O. Box 538 '
Lewiston, Idaho 83501
,

.

Series C Preferred Shares. with Warrant
$10 per 'Share
Minimum Purchase: 5,000 sbares
AlA services corporation ("Company") is offering 500,000 shares of
series c 10% Preferred Stock ("Shares"),; each of which is convertible into
0 .. 0000693% of company's common stock (with certain anti-dilution protection) ,
together with a five year Series C Warrant ("Warrant") to purchase shares. of
the company's Common stoc~ (IIWarrant Shares") equal to 0.0000307%. of the
outstanding Common sto~k of the Company, on a fully-diluted basis, at tbe
time the Warrants become exercisable. The placement price· of, the Shares was
determined by the Company and is not related to the assets of the Company or
other financial criteria. There is no market for the Shares or Warrants; and
there can be no assurance that a market for such securities will ever exist
or that the Shares offered hereby can be resold. The Shares are restricted
securities and an investor must purchase the Shares 'offered hereby for his of
her own account and ,must assume the economic risk of investment for an
inde~inite period of time.
irE 'SHARES ARE SPECULATIVE AND INVOLVE A HIGH DEGREE OF RISK AND SUBSTANTIAL
AND SHOULD BE PURCHASED ONLY BY PERSONS WHO CANAFFORD.TO LOSE TnEIR
ENTIRE INVESTMENT.CSEE "RISK FACTORS".)
~~LUTION

THESE SECURITIES HAVE NOT BEEN REGISTERED WITH TH~ SECURITIES AND EXCHANGE
COMMISSION OR ANY STATE SECURITIES COMMISSIONS, BUT ARE OFFERED PURSUANT TO
CLAIMED EXEMPTIONS FROM REGISTRATION PROVIDED BY THE SECURITIES ACT OF 1993,
AND APPLICABLE STATE EXEMPTIONS.
,

..

;

Per Share2

Offering Price
$

Minimum Total 150 ~'OOO '~ha~es3
'.' '.. ,',
3
Maximum Total 500,000 shares
.: '

..

10.00

Proceeds to company1
$

10.00

$1,500,000

$1,500,000

$5,000,000

. $5,.00'0,000

1 The amount (;f net. proceeds to the Company is before deduption· of expenses payable' by the
Company in connection with this. offering, estimated at $150,000.excluding'any broker/dealer
expenses.
, '.
"
..
. 2 The Company may in its discretion sell fe·\>ler than the. minimum: shares to a,ny cine investor;
3
The Minimum Required Financing is 150,000 shares for' an aggregate ,offering price 'of
S'l, 500,000
The Company expects to receive a l3ubscr iptionfor' 150; 000 Shares' from' an'
investment group (See "Restructuring"; "Certain Relationships' and Transactions It >' • All.
- proceeds from subscriptions. will be- .'held!?y 't.,he 'Company pending 'satis'faction ' of· certain
conditions, including amendment of the"company's Articles of' Incorpoi:atio'ri and 'receipt of
"pscriptions for the ,Minimum Required Financing. If subscriptions' for the' Minimum ReqUired
hancing are not received by August 1, 1995, (or such date not"lat'er than AugUst:1;5·,. 1995, ,
.; which· the Company may agree 'to extend this offering), all subscription proceeds will be
refunded promptly to subscribers, without deduction of a'ny commissions or expenses.
(See
"Plan of Distribution .. ·.)
0

•
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MEMORANDUM CONSTITUTES AN OFFER ONLY TO THE PERSON NAMED ON THE COVER PAGE
tEOF AND NOT TO ANYONE TO WHOM IT IS UNLAWFUL TO HAKE SUCH AN OFFER OR
b'
T.CITATION OR IN ANY JURISDICTION IN WHICH SUCH AN OFFER OR SOLICI~ATION IS
u.., lFUL oR. NOT AUTHORIZED. THE SHARES ARE AVAILABLE FOR SALE ONLY TO PERSONS
WRu- MEET APPROPRIATE FINANCIAL AND OTHER QUALIFICATIONS. AS "ACCREDITED
INVESTORS", ACQUIRE THE SHARES FOR INVESTMENT AND NOT FOR RESALE AND WHO ARE
OTHERWISE DEEMED· ELIGIBLE TO PARTICIPATE IN THE PLACEMENT.
(SEE ItINVESTOR
SUITABILITY" .ANi::l AT.TACHED SUBSCRIPTION AGREEMENT.)
INTRODUCTORY STATEMENT
The summaries of the material terms of documents discussed herein are not
complete and should not be relied upon by any investor without a complete reading
of all re-Ievant doct,lIllents and a full understanding of their contents. Offerees,
or their purchaser representatives, desiring additional information about the
Company, its business I this Memorandum or any documents discussed in this
Memorandum should' contact R. John Taylor I President of the Company, during normal
business hours, at (208) 799-9100." In order to purchase the Shares, investors
and their purchaser representatives, if any, will be asked to represent that they
were given the opportunity to obtain such additional information and that they
either did so or elected to waive such opportunity. No person is authorized to
give"any information'with respect to the Company and its operation other than
that contained in this Memorandum or other information furnished by the Company.
Information not contained herein or furnished by the Company must not be relied
upon as having been authorized by the Company.

NOTICES TO POTENTIAL INVESTORS GENERALLY
.1.~
AKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN 1;,:XAHINATION OF
THE ISSUER AND THE TERMS OF THE OFFERING, INCLUDING THE MERITS AND RISKS
INVOLVED.
THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY.ANY FEDERAL OR STATE
SECUR"ITIES COMMISSION OR REGULATORY AUTHORITY.
FURTHERMORE, THE FOREGOING
AUTHORITIES. HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS
DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

THESE ·SECURITIES ARE SUBJECT TO ~ESTRICTIONS ON TRANSFERABILITY AND RESALE AND
MAY NOT BE TRANSFERRED OR RESOLD EXCEPT AS PERMITTED UNDER THE SECURITIES ACT,
AND THE APPLICABLE STATE SECURITIES LAWS, PURSUANT TO REGISTRATION OR EXEMPTION
THEREFROM.
INVESTORS SHOULD BE AWARE THAT THEY HAY BE REQUIRED TO BEAR THE
FINANCIAL RISKS OF THIS INVESTMENT FOR AN INDEFINITE PERIOD OF TIME.
NOTICE TO PROSPECTIVE PURCHASERS IN FLORIDA
THESE SECURITIES HAVE NOT BEEN REGISTERED UNDER THE FLORIDA SECURITIES ACT IN
RELIANCE UPON AN EXEMPTION THEREFROM. ANY SALE MADE PURSUANT TO SUCH EXEMPTION
IS VOIDABLE BY A FLORIDA PIffi..CH,ASE~ WITHIN THREE (3.) DAYS·AFTER THE FIRST TENDER
OF c.oNiuDERATION IS MADE BY SUCH PURCHASER TO THE ISSUER, AN AGENT OF THE- ISSUER"
!
"." i
DR AN' ESCROW AGENT'IN PAYMENT FOR· SUCH SECURITIES.
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SUMMARY OF OFFERING
1 •. _ following is a summary only of certain infonnation contained eisewhere herein about the company and the offering'
and is qualified in its entirety by the more detailed information appearing elsewhere herein.

The Company
AIA Services Corporation (the "Company") is an insurance holding company based in Lewiston, Idaho. Its
principal business is marketing insurance products and services to a captive market of over 450,000 ranchers and
farmers. many of whom are members of agricultural associations ("Associations"). The Company's current products
include group health and life insurance, individual life insurance. long term care insurance and college funding
programs. These products are marketed through two subsidiaries, AlA Insurance, Inc. ("AlA Insurance") and AIA
Midamerica ("AIAMidamerica"). which had a total career agency force of over 300 licensed agents as of December

1,1994.
The Company has established relationships with over 30 state and regional Associations including the
National Association of Wheat Growers ("NAWGn) , American Soybean Association ("ASA") and the National
Contract Poultry Growers Association. These Associations were formed through the common interests of their
members to promote specific segments of the agriculture industry. They are the primary recognized organizations
representing the interests of grain growers, soybean growers and poultry growers in the U.S. The Company's
principal business is seUing group health insurance to these Associations and their members and providing
administrative services for such insurance. During 1994, approximately 17,000 Association members participated in
group health programs either marketed and/or administered by the Company. Recently, the Association members
have demanded a variety of new products including disability insurance, annuities, retirem~nt plans and mutual
funds.
The Company provides services to the Associations by acting as the marketer and admirustrator for
k;:;ociation trusts through which group insurance programs are made available to Association members. The
Company also acts as the marketer and administrator for a non-Association trust whose participants engage in
farming, ranching or other agriculture related businesses. As part of the Company's administrative duties, the
Company collects Association dues through its regular customer billing procedure. thereby creating an important
link between the Company and the Associations. In return, the Associations endorse the Company and certain of
its products and services, grant!ng the Company a unique captive market
Until rece~tly, the' Company underwrote the products it sold through its own insurance subsidiaries, The
Universe Life Insurance Company ("Universe Life") and Great Fidelity Life Insurance Company ("Great Fidelity").
However, ohOctoberl, 1994 the Company entered into an agreement with The Centennial Life Insurance Company
("Centennial") to sell· a substantial portion of its current book of group health and life insurance business to
Centennial and have Centennial assume the underwriting risk on future business. As a result, the primary focus
of the Company has shifted from insurance underwriting tb marketing insurance products and services as well as
other financial products.: .
In conjunction with this shift of business focus, the Company is in the process of restructuring its
management, capital structure and business strategy. As part of this restructuring, the Company will acquire a
. majority of the shares held by its current Chairman, Reed J. Taylor, who is retiring. A new senior management
team led by Richard Campanaro (see "Mal"!agemeht") joined the Company January I, 1995 and will receive a
substantial interest in the" Company's Common Stock coincident with the closing of this Offering and the Company's
repurchase of Mr. Taylor'S shares. (See "Restructuring"). The change in ownership must be approved by state
~T'~llnnce regulators; and such approvals were received in May 1995~
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1 ..-.;; Placement
Capital Stock Outstanding
Immediately After Ciosing
of tMs Offering and
.
Related Transactions

(See "Principal and Management Shareholdings-May.1, 1995",
"Restructuring". "Management-Certain Relationships and Transactions;').
150,000 Shares
500,000 Shares

Minimum:
Maximum:

Securities Offered

Share Description. Each share comprises one share of Series C 10% Preferred Stock and a five year SeriesC
Warrant to purchase that number of shares of Common Stock equal to 0.0000307% of the outstanding Common
Stock of the Company at the time the Warrants are exercised (assuming.full dilution including exercise of all
Warrants) at an exerCise price equal to the lesser of (i) 50% of the price at which the Company may sell securities
in certain Equity Offerings or (ii) the conversion rate of the Series C Preferred Stock (i.e. 0.0000693% of common
for each C Share), or the lesser of 75% of book value per share or such Series C Preferred Stock conversion price
if the Equity Offering has not occurred within two years. Further, if such sale of Company securities has not
occurred within two years, the number of shares that may be purchased pursu.ant to the Warrant increases on a
compound basis by 2.5% every 9Q days until the Company completes the required sale of securities. The Series C
Preferred Stock may be redeemed by the Company at any time, but must be redeemed if the Company completes
. an Equity Offering. In the event the Company does not r~deem the Series. C Preferred Stock within two years, the
'~mption price increases from 100% of the liquidation value of $10.00 per share by 5% each 180 days until
'emed. See "Description of Securities".

Offering Price

$10.00 per Share. The minimum purchase is 5,000 shares, aithough fewer shares may be sold
to any subscriber in the Company's discretion.

Offering Period

$1,500,000 minimum proceeds by August I, 1995, subject to 15-day extension by the
Company.

Use of Proceeds

To provide capttal"to· the Company's subsidiary, Universe Life; to redeem Series A Preferred Stock; to
redeem Company common stock; and for working capital purposes (see "Use of Proceeds").

Selected Historical Financial Data

.

The selected historical financial data as of December 31, 1993, 1992, and 1991 aIJd. for tqe three years then
. ended have been derived from financial statements audited byindependent public aGCQuntants. The sele~te(Hinanqal
data
as. of-September 30,1994 and 1993 andfor the nine. mouth periods then end~d are· deriyed fromthe,C-ompany's
.
~.
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v-<>,udited interim financial statements and, in the Company's opinion, include all a~justments (consisting of-normal
irecurring adjustments) that the Company considers necessary for a fair presentation of such data. The data,
s"-_ forth below should be read in conjunction with the Company's financia,I stitter:nentS and notes thereto and the
,.'
,
reports of the Company's independent public accountants.

1992(1)

1993

1991(1)

September 3O,
1994
1993

(In Thousands)
Revenues

fees

$6,539

$ 4,594

$ 3,617

$ 4,181

$ 5,055

3,134

6,367

5,885

1,9P

2,975

, Insurance premium and Other

47,767

51,684

41,204

31,042

38,097

, Total

57,440

·62;645

50,706

37,136

46,127

1,648

3,102

(2,718)

69,914

64,706

82,736

63,349

64,407

6,229

4,997

3,163

4,728

6,582

Commissions and

, Net investment incOme

Net income (loss)
, Assets

Stockholders' equity (2)

(1)
(2)

( 792)

1,568

-

1991 and 1992 are restated to reallocate the purchase price of a block of insurance policies acquired and then sold in 1991.
Includes Preferred Stock.

Pro Forma Financial Information and 'Notes

The pro forma financial information for the year ended. December 31, 1993 is based on historical financial
information including appropriate adjustm~nts assuming the agreement with "Centennial Life Insurance Company
(de~cribed elsewhere her"ein) and the disposition of all oftheCompany's individual major medical business were
effective on December 31, 19~2. The pr~ forma information for' the year ended DeCember 31, 1994 is based on
historical 'financial information for the nine-month period ended September 30;1994,- including appropriate
adjustments assuming the above-described transactions were effective December 31,1993, and projected through,
December 31, 1994 based on the pro forma results for the, nine-month period. Management of the Company
believes the estimates and assumptions provide a reasonable basis for presenting the significant effects of the above:,
d~scn'b~d transactions and that the pro forma adjus,tments give appropriate.effect to these estimates and assumptions.
" ' ~~d a,re ,properly applled to 'the unau~ited pro for-rha consolidated statements of i;ncolll.e. Th~ una~dited pro fOrIl!~
. : ffri~ric1i.l informatiotr should be read'in cOhfUJ!.cti6n with the historiCal finan,cjaI iriformation inclu~kd hereip,.. Th.e
: .. : :.. ;

.

~

. '. :.

;'~""';.

_"

.

."..:: -!;

~

t~

• . .

'. .

..
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"

"- -'udited pro forma financial inforrn:ation ~oes not pu.rport to, present the results of operations of the Company
, ..
':he abOve-described tr~nsactioIl$·taken place on the dates indicated, nor is it necessarily indicative of the results
ot6perations which may'be expeCted· to occUr 'in the'future.
Year Ended December 31. 1994 '

Year Ended December 31,1993

Fourth qtr
Historical

:evenues
Commissions
and fees
Net
investment
income
Insurance
premiums
and other
Total
revenues
:enefits and
::xpenses
Commissions
poncy
benefits
~eneral and
'init
Ne
Total
benefits
and
expenses
Net income
before
taxes
leome taxes
:umulative
:;ffect of
accounting
:hange

Net income

Adjustments

Pro Forma

Historical

Adjustments

projected

Pro Forma

$ 6,539

$ 6,693. (a)

$13,232

$ 4,181

$ S,716(a}

3,134

(509){b)

2,625

1,913

(322)(b)

496

47,767

(39,859) (c)

31,042

(26,050) (c)

1,665

57,440 '

(33,675)

23,765

37,136

(20,656)

5,698

22,178

9,721

. (2,634) (c)

7,087

5,716

(1,028)(C)

1,557

6,245

30,989

(23,777) (c)

7-,212.

21,109

(16,843) (c)

1,422

5,688

15,127

(6,061) (d)

11,460

(4,121)(d)

2,456

55,837

$13,434

2,087

(32,472)

23,365

38,285

(21,992)

5,435

. 21,728

(1,203)
228

400
(122)

(1,149)
357

1,336
(436)

263
(63)

450
(142)

" .

1,603
(350)

$ .1,648

$ (975)

$

673

$ (792)

$

900

$

200

(a) ,Commissions on. group business· have historically been paid to. the marketing companies by Universe
, and its reinsurers with only the. commissions paid by the reinsurers reGognized' as'commission income on,
a consoJidated basis. This adjustment assiImes that Centennial pays all group .commissions during the
periods' presented. ·;"Accoidingly~" commission' income is, increased to recognize.. commissions paid by .
companies outside the consolidated group. It is further assumed th<,\t first year commissions on--SBNUB.
premiums are paid at 40%.. No SBA/UB commissions were paid in 1993 or1994.: In-addition, fee 'income.
] '.creased to recognize administrative fees paid to the Company.by Centennial-.. :. : ",: .
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This adjustment eliminates investment income on investme~ts supporting the group reserves
. . lmed to be transferred to Centennial. In addition, it is assumed that Universe recognized a gain of
approximately $6.7 million on the sale of its group business to Centennial to be received over a five-year
period subject to certain profitability criteria. The resulting receivable from Centennial is computed as
the present value of expected .future cash flows using a discount rate of 10%. Investment income is
computed at 10% of the outstanding balance of the receivable.
(c)
This adjustment eliminates the group premiums and the individual major medical premiums from
the pro forma operating results. Corresponding adjustments were made to eliminate the associated policy
benefits and commission expenses.
(d)
The Company has incurred certain regulatory and other expenses considered to be non-recurring
and, accordingly, such expenses have beeri eliminated from th·e pro forma operating results. In addition,
certain departmental and other administration and marketing expenses are assumed to be eliminated or
reduc.ed as a result of selling the group and individual insurance business and the resulting restructuring
of the Company.
Selected Projected Financial Infonnation

The selected projected financial information as of December 31, 1995, 1996, and 1997, and for the
three years then ending, were prepared by the Company, with significant input from the Campanaro Team
(see "Management"), assuming that the Company no longer underwrites the Group UniversaI-Health or
. ~ividual accident and health insurance business and that the Company is subject to all Centennial
; ~ements. While approximately 50% of the Group Universal Health business is not planned for transfer
to Centennial until mid-1995, management of the Company believes the 1995 projected net income would
not be materially affected. The projected financial information is designed to provide information for a
potential private placement investor. The projections have not been reviewed by an independent public
accountant; nor have they been prepared to be in compliance with public disclosure and regulatory
requirements. The assumptions disclosed herein are those that the Company believes are significant to
the projection. Although the Company has prepared these projections in good faith, there can be no
assurance that the projections will be realized or the results disclosed therein realized. (See "Risk
Factod'.)
AlA Services Corporation
selected Projected Financial Information
For the Years .Ending December 31, 1995, 1996, and 1997
(In thousands)

1995
Revenues,
.
Commissions and" fees
Net investment income
·Insurance .·pr,emiums and other
:

:.

1996

1997

$23,690
2,700
1,200

$37,730
2,900
7,200

$60,950
3,000
7,200

$33,590

$47,830

$71,150

S 2,690

. S 4,7.50·'_

S'8,830

pi

\ income
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~mptions

to Selected Projected Financial Infonnation .

Basis ofaccounting-The selected projected financial information was prepared on a basis consistent
with Generally Accepted Accounting Principles.
Commissions and fees represents commission income and administrative fees paid to AIA Insurance
by Centennial on the GUH Plan and on other products sold by the Company which are typically
undeIWritten by Centennial or other insurance companies. First year and renewal commissions are
typically 40% and 15%, respectively. The administrative fees are 3.5% of total premiums based on the
following premium schedule:
ESTIMATED TOTAL PREMIUM REVENUE

(In Thousands)
1995
$20,000
60,000
15,000

GUH-new
GUH-renewal
New products-new
New products-renewal

~

°

95,000

1996

1997

$ 25,000
72,000
35,000
13,500

$ 25,000

~145.s00

87,:300
75,000
43,650
$230,950

Investment income is computed assuming a yield of approximately 6.5% for all projected periods.
Insurance premiums and oth~r represents renewal premiums on the insurance business remaining
in Universe and Great Fidelity following the transfer of the GUH Plan business·to Centennial. Premium
income for the projected periods is assumed to approximate the average premiums for such business in
1993 and 1994.
Policy benefits are' assumed to be 90% of premium income, consistent with prior years for such
business.
Commissum expense represents commissions paid by AIA Insurance and AIA Midamerica to their
agents and is based on the following commission scale for all projected periods:
.
(Percent of premium income)
30.0%
7.5%
29.0%
7.5%

GUH-new'
GUH-renewaI
New products-new
New products-renewal

General and adminiStrative expenses for 1995 are·expected to be consistent with 1994 to recognize
the presence of underutilized capaCity. Such 'expenses for 1996 ang 1997 are assumed to increase due to
;'1ecessity to keep marketing. and administrative capacities in liIie with premi.urIl growth.
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.
.. Interest expense is assumed to be eq~a1 to the 1994 level which includes. interest expense on ~~Iii
l
C debt of $800,000, as well as· the Senes A Preferred Stock currently bemg redeemed. In addItion •.
interest expense at 10% on the $6 million Common Stock repurchase obligation to Reed J. Taylor. is
included. (See "Restructuring".) The projections do not include any interest expense for up to $2 million
in additional bank debt which would be required to complete the contemplated redemption in the event
the minimum offering is sold.
!

Income taxes-The assumed effective income tax rate of 30% recognizes the availa.bility of net
operating loss canyforwards as well as a small life company deduction for the insurance entities .

"{

, '"'".

.." ..
~

. ".

-~

.

.'.~

.
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RISK FACTORS
/~f INVESTMENT IN,THE SHA.RES OFFERED HEREBY IS HIGHLY S{'ECULATIVE, INVOLVES.A

. j3H DEGREE OF·:mSK AND IS' NOT APPROPRIATE FOR PER,SONSWHO CANNOT AFFORD
THRLOSS OF THEIR ENTIRE INVESTMENT. PROSPECTIVE INVESTORS SHOULD BE FULLY
AWARE OF THE FOLLOWING RISK FACTORS AND SHOULD REVIEW CAREFULLY THE
INFORMATION CONTAINED HEREIN AND ELSEWHERE IN THE MEMORANDUM .
Dependence on Key Agent and Administrator Relationships
The Company's revenues are materially dependent upon AIA Insurance as the agent and'
aqministrator of several trusts including the Grain Growers, Soybean Growers and Poultry' Growers T:r:us~ ..
This subsidiary is responsible for marketing insurance programs to members of agricultural Associations .
which have formed trusts in conjunction with the Company. It is anticipated that AlA Insurance will also
become responsible for maintaining the relationship with, and selecting the appropriate products from,
the insurance companies which provide products to be marketed. The appointment as agent and
administrator of the Grain Growers, Soybean Growers, and Poultry Growers Trusts is annually renewable
by the directors of the trusts for a three year term. Therefore, if this appointment as agent and
administrator of any of these trusts is not renewed, it would expire at the end of the third year. The loss
of these positions as trust agent and administrator could have adverse effects upon the Company. (See
"Business-Association Relationships".)

Insurance Business Risks
Although the Company has sold a large portion of its Group Universal Health business to
Centennial, its subsidiaries, Universe Life and Great Fidelity, still maintain a significant amount of
. '~rance in force. Profitability in the insurance industry is affected by numerous factors. Excess claims,
. ;~cy lapses or non renewals, fluctuations in interest rates, increased medical costs, the loss of key agents,
changes in regulatory requirements, and similar events could all have 'adverse effects upon the Company's
insurance business. The growth of the Company will depend silPlificantly on its ability to attract and retain
experienced agents, particularly as it relates to the future strategy for becoming primarily a marketing
organization. Competition for such agents is great and there can be no assurance that the Company will
be able to attract or retain a sufficient number of agents to cany out the Company's businesS plan..
Competition
The insurance indu;stry is highly competitive. Many of the Company's competitors have substantially
greater financial and other resources than the Company, and there can be no assurance that the Company
will be able to compete effectively against such competitors in. the future, While the Company is the only.
entity endorsed by the Associations, individual Association members may purchase insurance from any
insurance provider.
Shift in Corporate Strategy
On October 1, 1994 the Company executed an agreement with Centennial Life Insuranc'e Company:
to transfer a substantial portion of its Group Universal Health underwriting risk. This agreement, among
, other things, allows the Company to focus its strategy on the marketing of insur~nce products because the
Company will not assume any additional underwriting risk until such tlmeaS.:the Companis·management"
determines that capital conditions and market factors w'arrant such acti()ns~ Through CenteriniaL:and othe.T: -' J.
insurance companiesj the Company c~n .expand its product line to indude'the.~ew,pioducts:sought :~y: ..
'" lociation members, including disability insurance. life insurance, aimuities,:retirement phins; and mutual: . .' •.

ZlJ23
AFFIDA VIT OF REED J. TAYLOR

AIA0002309
- 12 -

After the new strategy is implemented. the focus of the Company's operations will change
The success of this shift in focus will depend upon the marketing skills of the Company and
the acceptance of new products in the marketplace. There can be no guarantee that the new strategy will
be successful.

,F"\ds.
..

i ificantly.

..

New Management and Dependence on Key Individuals
.
To date, the Company's operations have been materially dependent upon the 'efforts of Reed J.
Taylor, its Chairman, and R. John Taylor, its President. On January I, 1995, Richard W. Campanaro,
Bill Tarbart and Andrew Chua jQined the Company for the purposes of building significant additional
marketing and sales programs and posturing the Company as a marketing organization. While Reed J.
Taylor will be retiring as Chairman of the Company, he will remain active as a consultant and Board
member for a period of at least three years. The loss of services of any of the above mentioned individuals
could have adverse effects on the' Company. It is anticipated that key person life insurance will be
maintained by the Company on these active individuals.
Insurance Regulation
The insurance activities of the Company and its subsidiaries are subject to licensing and regulation
by the jurisdictions in which they conduct such activities. Failure by the Company or its subsidiaries to
obtain or maintain such licenses would have a material adverse effect on the Company. Various insurance
laws and regulations specify allowable types and the amounts of assets held by insurers to sa~sfy insurance
solvency requirements. Failure of the Company to maintain adequate assets and capital by type and
amount may jeopardize the ability of the Company to offer new insurance or maintain existing insurance
~Jfcies. (See "Business-Regulation".)
k-6Uiatory Approvals Required For Change of Control
The Company will acquire the shares held by its current Chairman, Reed J. Taylor, who is retiring
(see "Restructuring"); and a new senior management team led by Richard Campanaro, which has played
an integral role in sh?-ping current strategy. (see "Management"), joined the Company on January 1, 1995.
The new management team will acquire control of the Company prior to or contemporaneously with the
closing of this offering, subject to receipt of certain' regulatory approvals. Under Idaho, Indiana and
Texas insurance holding company legislation, prior regulatory approval is required for changes in control
of the Company, which is defined by the acquisition of more than 10% of the outstanding shares of
Common. Stock by one or more affiliated parties. The Company received regulatory approvals in May
1995.
.
Regulatory Approval Required for .Distribution of AIA Insurance
AIA Insurance, Inc. is presently a wholly-owned subsidiary. of Universe Life. The contemplated
reorganization of AIA Insurance as a direct subsidiary of the Company ,will be accomplished by an
extraordinary dividenq of the AIA Ins,:!rance stock by Universe Life to the Company, and the replacement
of the va~ue ~f ~ InsuranceoI?:.l!n.iverse Life's.books by the Company's contribution to.Universe Life .
a po~on of the proce~ds .ofthis. ?ffering..~ayrnent of an extraordinary dividend requires prior approval
:of the ld.~ho Departm~:i11:oFInsu~a~ce. The IdahQ Department has previously approved the extraordinary
•dividend;of .the AlA Insur.an~ st<?~k to the. ~rr:tpany; based on the assu~ption that the transfer of the .' '.' I
.' Go~pany's GUH, ~.us,~n,~ss··.~9:u14; ~e ,c(Hnplet~(f
J?ecember 31, '1994; ·a,nrl. that the Company ~ciuld .
f,
d
f 'lj:H):tt~~~· $4.2.m,.jlJ!.g~::~}9 ;Y,W.\'.~~~~ ~~~~'i; J~?"Yt::y~r,,~~:: .9?JI1pany· an. Centennial. hav~:subseq¥ently..
. !d and have advised the Idaho Department that the transfer of the GUH business.will be completed
td of June 30, 1995, and that the capital contribution will be reduced to no less than $1 million. Because
some of the assumptions for the Idaho Department's prior approval have changed, management of the

.of

.hi
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'-~qmpany may conclude that'the distribution of AIA Insurance to the Company should be resubmitted to
J

Idaho Department for confirmation of its previous approval of the extraordinary dividelld. There can

t: . . no guarantee of such confirmation.
Possible Need for Additional Financing
Assuming that the Company sells the maximum number of Shares offered hereby, the net proceeds
from this private placement are expected to be sufficient to permit the Company to meet regulatory capital
requirements; and it is expected that sale ofthe maximum number of Shares will enable the Company to
meet such requirements and redeem its Series A Preferred 'Stock. If the Company's growth exceeds
expectations, or sales objectives are not achieved, or expenditures exceed expectations without a
corresponding increase in revenue, the Company may be required to find sources of financing before it
tan generate the revenues required to sustain operations. Such additional financing may be sought from
other
a number of sources, including possible further sales of equity securities or loans from banks
financial institutions. No assurance can be given that the Company wm be able to obtain 'additional
financing from any source, on terms favorable to the Company. ,If the Company is able to sell additional
securities, it may be required to do so at a price that is less than the price of the Shares offered hereby.
Further sales of equity securities could result in substantial dilution to investors purchasing the Shares
offered hereby.
'

or

If the Company sells only the minimum number of shares, additional financing will be required to
complete the proposed reorganization. The Company, along with certain Board members and officers,
-has committed, to obtain a loan from a commercial bank of at least $2.0 million to complete the proposed
-p:organization.
Jjections
,
The financial projections contained herein have been prepared by the Company (including
substantial input-from its new management team) and are based on assumptions stated'ther,ein that have
not been independently reviewed. In addition, the assumptions have been (and may continue to be)
affected by ongoing negotiations with Centennial concerning the marketing and administration of the
GUH business. T{Ie projections were not prepared with a view to public disclosure or compliance with
published ,guidelines ofthe ~ecurities Exchange Commission or the guidelines established by the American
Institute of Certified Public Accountants. In addition, the estimates and assumptions underlying tbe
projections are subject to significant economic and competitive uncertainties and contingencies which are
beyond the Company's control, and the projections cover a period of more than one year which makes
such predictions more difficult. There can be no assurance that the projections will be realized; and actual
results may be lower than those set forth in the projections. Because of the limitations of these
projections, investors are cautioned about placing undue reliance thereon.
i. _

Corporate Action Required to Authon.ze Securities
'.
,
,,,' "
Neither the Se'rjesC Preferred Stock nor Series C Warrants have been duly authoriZed as of the
date of this Memorandum. Before this 'offering can be cIose,d and the Series C Preferred Stock and the
,respective Warrants can be iSsued, the Company's Articles of Incorporation must be amended to define
" the preferences, limitations an5i'.relative rightsof9IeSeries CPreferred Stock-and the'respective Warrants
,audio, authorize the creation and 'issmince, of such se'cu ri tieS. The Idaho Business Corporation Act., '
, / .. 'lern~, 'Jhe amelldinent, ()f the Comp~nY's, Artides of Incorporation, and ~requires that the_"Companis '
, ,'rd of Directors adopt a resolution setting forth the proposed' amendment and directing that it be'
Jomitted to a vote of the Gompany's shareholders. The amendment authorizing the Series C Preferred
Stock and the respective Warrants must thereafter be adopted by the affirmative vote of the holders of
AFFIDAVIT OF REED 1. TAYLOR
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'/

-'\majority of the shares of each class of Companis stock entitled to vote thereon; provided that the
'. ;mative vote of the holders of two-thirds of the shares erititled to vote thereon shall be required to
authorize the Warrants.
..
.
.
. This offering WiiI not close, the subscribers' funds will not be released to the Company and the
Shares will not be issued unless and until the Agent receives the opinion of Company's legal counsel that
the Shares C Preferred Stock and the Series C Warrants nave been duly authorized and that, upon delivery ..
of and payment for the Series C Preferred Stock and the Warrants will be validly issued~ fully paid and
nonassessable, and will conform to the description thereof contained in this Offering Memorandum.
Management believes the Company's Board of Directors will adopt the resolutions necessary to
amend the Company's Articles of Incorporation to authorized the new securities. Reed J. Taylor and R.
John Taylor together own more than two-thirds of the outstanding shares of the Company's common stock
and are committed to vote their shares in favor of adoption of the amendment to the Company's Articles
of Incorporation necessary to authorize the Series C Preferred Stock and Warrants to be issued upon
. closing of this offering. Although the outstanding Series A Preferred Stock is generally not entitled to vote
at any regular or special meeting of stockholders (except to elect one director to the Board). the consent
of the Series A Preferred Stockholder is a condition precedent to the necessary amendment, the issuance
of the new securities and related transactions.
Minimum-Maximum Offering
The Shares are being offered on a Itbest efforts, all or none baSisll for the fi~t 150,000 Shares and
,a "best efforts" basis for additional Shares. Subscription proceeds will be held by the Company during
. offering period. Unless the Minimum Required Financing of $1.5 million (or 150,000 Shares) is
completed by August 1, 1995, which period may be extended by the Company until August 15, 1995, the
offering Will terminate and monies received will be refunded to the subscribers without interest earned .
thereon. During the offering period, the subscribers will not have the opportunity to have their funds
returned. Thus, subscribers for the Shares wili lose the use of their funds during th~ offering.
Lack of Transferability of Shares and Warn~nts
Neither the Series C Preferred Stock or Warrants, nQr the Warrant Shares have been registered
under the Act, or the securities laws·of the various states, and such securitie$ may not be resold unless they
are subsequently registered under the Act and such states' laws, or exemptions from registration
requirements are obtained. The Shares will bear a legend specifying these restrictions. As a result, an
investor must bear the risk of an investment in these securities for an indefinite period of time.
.
No Market for Securities; Determination of Offering Price
There is no present market for any of the Company's securities, and there can be no assurance that
the Company will ever eff~ct a public offering' of its securities.' Even if the Company does effect a public
offering ()f its Commo~ Stock, tb¢re can be no assurance that any of the Shares offered hereby, or the
.Warrants included, therein will be incIuqed in s\lch public offering; and an investor may be SUbject to the
...
nistri<:;ti.ons of Rule 144 under the Securities A~t which requires that securities he· held fOr at least two
;
·years atiq irnpos~s·liniiia~6iis 90. the number pf securities'~at can be sold. The price 6f the ·Shares vias de~~rm.ined by theCoriip~riy ~nd bears. no relationship t?, among other things; the COmpany's current net· .
;ibh~,~ook value, I~<;k ofearniIig~;,'nefWorthQilijlimci~statements. As a'tesult,.the offering price f6r .' .
. Shares should nOt be considS!nidan indication of actual value of the securities offered hereby. The·re .
can be nO.assurance that the· Shares or' Warrants offered hereby could be sold at the offering price or any
other price.
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AIA0002312
- 15 ....

ZvZV

---194 Operating Results
..
.
A change in insurance regulations and statutes has severely limited or disallowed UniVerse Life's
. investment holdings in common stock of subsidiaries for m~eting statutory capital requirements. This
regulatory change has limited the ability of the Company to issue new policies during 1994 and caused a
decrease in insurance premiums and commission revenues during 1994. Additionally, the Company spent
several months during the ye'ar,
well as substantial legal, accounting and actuarial fees, seeking
regulatory approvals and reapprovals of its Group Universal Plan for Health po~icy form and associated
statutory reserving methods. During this p~riod, new sales were severely restricted or suspendeQ pending
. the approvals. Although the Company believes these current limitations will not continue since ne~ GUH
Plan business will be written through Centennial and all Centennial policy approvals are expected by
August 1, 1995, it is not known what effect this limitation on sales will have in the future.

as

Uncertainty Related to Health Care Reform Measures
In October 1993, the Clinton Administration submitted proposed comprehensive health care reform
legislation to Congress. The Ginton proposal was designed to overhaul the health care system to, among
other things, (i) control or reduce public and private spending on health care; (ii) provide for uniform
health insllrance benefits packages and administrative efficiency in the health care system and (iii) provide
universal access to health care by 1997. Other comprehensive health care reform proposals have
subsequently been introduced by others in Congress and in State legislatures. Some proposals involve
single-payor systeIl?s. Such proposals, if adopted, could adversely affect the Company's business in the
future. Although the Company cannot predict whether any such legislative initiatives or regulatory reform
proposals-wiIl be adopted, there can be no assurance that such initiatives or proposals will not have a
1,terial adverSe affect upon the Company. In addition, there have been a number of federal and state
•
j }osals to subject the pricing of health care products and services to government control. It is uncertain
. what legislative proposals Will be adopted or what actions federal, state or private payors for health care
, goods and services may take in response to any health care reforms and no assurance can be given that
any such reforms will not have a material adverse. affect on the Company. A change in composition of
the federal Iegislatur.e and certain state legislatures in January 1995 has added to the uncertainties
regarding potential health care reform measures.
Dividend Policy
The Company has never paid cash dividends on its Common Stock. The Company's present
intention is to reta.in all earnings, if any, for working capital, capital expenditures, and general corporate
operational purposes. The Company does not anticipate paying cash dividends on its Common Stock in
the foreseeable future.

·f
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RESTRUCTURING

The Offering ccintemplated herein is part of a restructuring of the Company that will result in a
change in management of the Company, a corporate reorganization! a shift in the Company's operating
strategy and a material change of its ownership.
On January 1, 1995,. three senior level executives joined the Company. Richard W. Campanaro
assumed overall responsibility for the Company's agency operations. William Tarbart joined AIA
Insurance, Inc., a subsidial)' of the Company, as chief marketing executive. Andrew Chua has assumed
the duties of chief actuarial officer of the Company. (See ItManagementlt. ) Coincident with the closing
of this offering, Mr~ Campanaro and the Company's current President, R. John Taylor, will receive options
to acquire company common stock. As a result of the grant of the options, the Company will acquire
employment contracts coII1Ii:Iitting Mr. Campanaro and Mr. Taylor to be employed by the Company for
three years and bind them to non-competition covenants for a reasonable period of time after termination .
of employment. (See ItMan~gement-Employment Agreements".)
The Company will sell 150,000 shares of the Company's Series C Preferred Stock for $1,500,000
to a group of investors which includes Richard W. Campanaro, James W. Beck and Michael W. Cashman.
The funds from the sale will be used to pay the down payment on the $75 II1;Illion aggregate price for the
repurchase, from retiring Company Chairman Reed J. Taylor, of 500,000 of his 613,494 shares of the
Company's Common Stock. The Company will give Mr. Taylor its interest only ten-year note payable for
the $6 million balance of the repurchase price for such shares. To secure payment of the note, Company
'''\grant Mr. Taylor a security interest 41 the stocle and commission wcome of its operating subsidiaries,
i lding Universe Life and AIA Insurance, Inc.
(See "Management-Certain Relationships and
Transactions", "Description of Securities-Series C Preferred Stock".)
Concurrent with the purchase of the 500,000 shares of Reed J. Taylor's common stock, the
Compap.y will redeem Mr. Taylors remaining· common stock of 113,494 shares by transferring the
Companj"s aircraft to Mr. Taylor, subject to its debt of approximately $590,000, and cancellation of
approximately $480,000 in indebtednesS to the Company. The Company will also transfer all interest in
the College Advantage Plan to Mr. Taylor. Mr. Taylor will receive $145,000 per year for three years as
full and final compensation Qf his personal interest in any renewal commission overrides due him for GUH
business sold prior ·to closing.
Prior to the closing of this offering, Company will obtain a commitment (currently expected to be
obtained from West One Bank) for a $2.0 million loan, to be partially guaranteed by certain officers and
members of the Board. At least $1.0 million of the loan proceeds will be contributed to Universe Life,
and $800,000 will be used to redeem Series A Preferred Stock. To the extent the proceeds of the offering
exceed $1.5 million, the amount of the bank loan maybe correspondingly reduced.
.
i
Currently, the Company has two direct subsidiaries, The Universe Life Insurance. Company
("Universe Life") ·and AIA MiOamerica. Universe Life has two subsidiaries as well: Great Fidelity Life -.-~:
Insurance Company ("Great Ficlelity") and AIA Insurance; Inc. ("AlA Insurance"): CoinCident with the.
..!
closing of this offering ano a.spart, of anagreem~nt with the Idaho Department of Insurailce;the Company·· f
1
·V,
contribute,fiom the ·proceeds ofthis offering, afleast $l,OQO,OOOiii eapitalto Universe. Life,. and A l A ·
.ranee will be reorganized· a oirect subsidiary of.the ~mpany. This reorganization is consistent with
regulatol)' concerns and objectives of the Company t~ replaCe AlA Insurance canying value for Universe : .
Life's capital purposes. (See "Business-Regulation".)

as
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On October 1, 1994, the Company entered into an agreement with The Cente1,lnial life Insurance
'mpany whereby Universe life sold a substantial portion of its group health insurance business in force
to Centennial, and whereby Centennialwill underwrite a significant portion of the' .Company's insurance'
products in th~ future. The Company intends to transfer the balance ,of the GUH business to Centennial
effective June 30, 1995. These agreements allow the Company to shift its strategic focus from underwriting
insurance products through its insurance subsidiaries to marketing and administering insurance and
financial products through AIA Insurance., As a result, Universe Life, which has historically underwritten
the Company·s primary product, the Group Universal Health ("GUH') Plan (see "Business-Current
Products"), will undelWrite no new insurance. risk for the foreseeable future. The Company may
determine. at some time, that market opportunity and capital availability support a decision to allow
Universe Life to once again underwrite insurance products; however, it has no current plans to do so.
Universe Life will remain as a subsidiary of the Company, retaining the appropriate state licenses to
operate as an insurance company and will continue to process remaining renewal business. (See "BusinessAgreements" .)
J

Use of Proceeds
The proceeds from this offering will allow the Company to effect its reorganization. (See
"Restructuring".) Pursuant to such reorganization, a minimum of $1.0 million will be contributed to
Universe Life, the Company's subsidiary. to replace AIA Insurance as an admitted asset on the books of
Universe Life. (This capital contribution will be funded from the proceeds of this offering to the extent
subscriptions exceed the $1.5 million Minimum Required Financing, with a bank loan guaranteed by
certain officers and Board members funding any remaining balance of the contribution) AIA Insurance
'~Jl then be reorganized as a direct subsidiary of AIA Services Corporation. Such use 'of proceeds will
. olve certain regulatory concerns of the Idaho and Texas Insurance Commissioners. In addition,
proceeds will be applied to redemption of the outstanding Series A Preferred Stock. If the maximum
offering'proceeds are obtained, the Company's Series A Preferred Stock will be redeemed in its entirety.
The Company ·will use any remaining proceeds for working capital purposes. The Company believes the
minimum proceeds allow it to implement its proposed business plan outlined herein and maintain positive
cash flow.
The following table represents the use of proceeds, net of gross commissions and estimated expenses, from
the sale of Series C Preferred Stock occurring concurrently with the closing of this' offering.
Minimum Proceeds Maximum Proceeds
Capital Contribution to Universe Life
Redeem Series A Preferred Stock
Repurchase Mr. Taylor's Common Stock
Working Capital
.
Total
.'
"

. .. "./':.

.

$ 1,500,000

$ 1,500,000

$ 1,000,000
1,785,000'
1,500,000
715,000
$ 5,000,000

','

I ••

.,

..
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BUSINESS
Overview
AlA Services Corporation (the "Company") is an insurance holding company that engages in
business through its ope.ratfng subsidiaries. The Company commenced business as a general insurance
.agency and third*party administrator" in 1974 and reorganized as an insurance holding company system
upon incorporation of AIA Services Corporation under the laws of the State of Idaho on December 20,
1983.
The Company's insurance agency subsidiaries are AIA Insurance, Inc. (AIA Insurance) and AlA
Midamerica, Inc. (AlA Mid america). During 1994, 17,000 families participated in the GUH PlaIi
marketed and/or administenid by these agency subsidiaries. Most of such participants are members of the
National Association of Wheat Growers ("NAWGn) or the American Independent Agricultural Producers
Association (tlAJAPI1'), with which the Company has had a relationship since 1974 and 1988 respectively.
During 1993, the Company also introduced simila·r insurance programs for members of the American
Soybean Association ("ASA") and the National Contract Poultry Growers Association C'NCPGA").
From 1974 to 1989, Association group policies marketed by the Company were undeiwrltten by
unrelated insurance companies. From 1989 to 1994 the Company .has underwritten its insurance plans
through its two insurance companies; The Universe Life Insurance Company (Universe Ufe) and Great
Fidelity Life Insurance Company (Great Fidelity). The Company's principal insurance product has been
its Group Universal Health Plan, which provides health and other insurance coverages for members of the
, ""<;ociations, their employees and dependen~. Under the GUH Plan, the insurer issues a master policy
}'e trust established by an Association; and partiyipants in the trust are issued certificates of insurance
coverage under the master policy. (See "Business-Current Products".)
On October 1, 1994, the Company entered intd an agreement with The Centennial Life Insurance
Company to sen a substantial portion of its current book of GUB Plan business to Centennial and have·
Centennial assume the underwriting risk on such business in the future. The Company expects to transfer
the balance of the GUH business to Centennial effective June 30, 1995. (See IIBusiness-'-Agreements".)
As a result, the primary focus of the Company has shifted from insurance underwriting to marketing
insurance products and services.
In past years; the Company has focused on developing relationships with agriculture Associations.
These relationships· are beneficial to both the Company and the Associations. The Company receives third
party endorsement from the Associations and support through letters, magazine artiCles, and convention·
recognition. The Company also receives member and potential membership lists and information.
The Associations benefit from: this relationship as the Company not only collects dues.at no cost
to the Associations but also,. through the Company's agents, represents the Associations. to prospective
. members. The C~mpany's.sales·professionals, each. calling on dozens of rarrilers a week, are offering
.prospective members the information and opportunity for membership in their commodity Association.
When the Associations .supply brochures and incentives, the ComPanY's. agents 9istIjbutethem to all
growers. contacted, even those who decline enrollment in the insurance pl(ins.· The Associations, througl1
t~ ?J trust representatiVes, define ,and customize insurance plans fOftheirmembership; and with the .size
. .. ·je program, the Association achieves group buying power -to provide plans needed· by farmers, at
competitive prices. . . .
.
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The relationships between the Associations and the Company have been enhanced by the r~cent
_ "eemerit with Centennial life Insurance Company (see "Business-Agreementst'l). The Centennial
agreement allows the Company to accomplish a number of important objectives including: (1) satisfy
regulatory concerns 'of the Texas and Idaho Insurance Departments relating. to capitalization of Universe
Life and its insurance reserves; (2) lOCUS the Company's strategy of marketing to the expanded
Illemberships available to it through the.Poultry G.rowers and Soybean Growers Associations; (3) expand
the Company's prodllct line marketed by AIA Insurance to the Associations by utilizing the products of
Centennial and other insurance companies; and, (4) expand the Company's marketing capabilities to 12
new states oyer the next 18 months.

/<'

Subsidiaries
AM Insurance, Inc. (AM Insurance)
.
AIA Insurance commenced business in 1969 as a general insurance agency and has since become
a full-service third party administrator for five trusts as well. These trusts provide a vehicle for Association
lllembers as well as for independent fanhers,ranchers and agriculture related business persons who are
not Association members, to obtain group health and life insurance.
.
The Grain Growers Association Membership and Insurance Trust ("Grain Growers Trustll) was
established in July 1974. In 1980 National Growers and Stockmen Trust was formed to serve wheat
gr-owers who resided in states not serviced by the Grain Growers Trust. In 1988, the ArD.erican
Independent Agricultural Producers Group Insurance Trust was formed whereby members of local
agricultural Assoeiations not included in the G.rain Growers Trust (such as the Nebraska Corn Growers
. ";Sociation, the Tennessee Pork Producers, the Rolling Plans Cotton Growers and the Oklahoma and
i:as Peanut Growers Associations) as well as persons engaged in agricultural related and support
businesses, are able to purchase group health and life insurance products sold by AlA Insurance. In 1993,
The American Soybean Association Membership and Insurance Trust ("Soybean Growers Trustll) was
established for members of the American Soybean Association and affiliated state Associations; and the
Poultry Growers Membership and Insurance Trust ("Poultry Growers Trust") was established for members
of the National Contract Poultry Growers Association (a federal co-operative).
As administrator for each of these trusts, AlA Insurance is responsible for obtaining master group
insurance policies for the trusts; investment of trust funds; payment of trust insurance premiums,
commissions, and other expenses; maintenance oftrust records; trust accounting; and assisting certificate
holders in making claims for insuran~ benefits. In addition, as administrator of the trusts (except the
National Growers and' Stockmen Trust) and in conjunction with collection of premiums for its insurance
products, AIA Insurance collects Association dues from members of participating Associations and remits
such dues and an accounting thereof to the Associations.

AIA Insurance or its affiliate, AlA Midamerica, is designated ~ the agent of record for an
insurance policies. issued' to the trusts; and is entitled to aU insurance commissions. or fees on all policies
issued to the trusts. ~ Insurance has entered into Agent Agreements with over 300 persons as of
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~mber 1,1994 who receive a non-exclusive territory and are compensated on a commission basis. AIA

. 'l.f(lnce has also designated and entered into agreements with 42 district marketing directors who are
assigned territories and are responsible for attracting and retaining agents and for generating product sales
within their districts.

AL4 Midamerica
AlA Mldamerica is a marketing company designated as the agent of record for policies issued to
the American Soybean Association Membership and Insurance Trust and the Poultry Grower Membership
and Insurance Trust, which were established in 1993. It is also the agent of record for policies issued to
the State of Indiana Retired Teachers Association. However, all of the Company's products ate marketed
by AIA Insurance.
.
The Universe Life Insurance Company (Universe Life)
Universe Life was incorporated under the laws of the State of Nevada in 1947..Universe Life was .
acquired by the Company in 1986 and was redomesticated from Nevada to Idaho on December 31,1989.
Universe Life has underwritten, primarily, a proprietary Group Universal Health insurance policy designed
to permit health insur~nce participants to provide flexible funding and develop cash surrender values under
certain circumstimces. Because of the recent agreement with Centennial, Universe will no longer be
assuming any new underwriting risk of the Association programs until such time as the Company's
management determines that capital conditions and market factors warrant such actioD,s.
The Great Fidelity Life Insurance Company (Great Fidelity)
Great Fidelity is a stock life insurance company based in Ft. Wayne, Indiana that was founded in
···2. It was purchase by Universe Li(e in 1991 and is primarily engaged in the underwriting and
d·evelopment of long term care (nursing home) products. It is currently underwriting such products for
the Indiana Retired Teachers Association.
.
Business Strategy
The Companis sales are driven by specific Association endorsements. Recently, the Associations
have become very aggressive in requesting the kinds of insurance and financial services needed to protect
the health and financial welfare of their members. To date, the Company has provided primarily health
insurance plans such as the Group Universe Health Plan. As part of the Company's new :;trategy, it is the
objective of the Company to make available life insurance, retirement products and qisability income
products to Association members and to farmers and ranchers who are eligible to becoIIJ.e Association
members.
.
The Company's basic strategy is to maximize its penetration of the Association populations by
providing products needed and requested by Association members including disability income, life
insurance, retirement plans. Products such as these are generally more profitable than health insl,lrance .
as a rC!sult of the higher commission margins usually associated with these types of products. Th:e ..
.agreement with Centennial essentially changes the focus of the ·Company from insuranl;e und~rwriting.to· •
insurance marketing and generating commissions and/or fees. The Companywill emphasize strengthening.
existing relationships and developing new Association relationships; :while establishing· marketi:qg ..•.
relationships with insurance product providers in order to most effectively provide insur:ance products arid ...
·~ces to its expari~ing captive market of over 450,000 ·fanners and rancPC!rs ..
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, Upon the completion, of ,this offering and following the sale of its business to' Centennial, the
"
mpany plans to implement the fonowing strategies: '
•
AIA Insurance will identify new products from independent sources, including Centennial, to sell
into its expanding captive market on a commission basis. The Company believes it will be able to obtain
produ~ such as life insurance, disability income and retirement plans from other underwriters because
the potential premium growth of this rural niche marketis attractive. Insurers will be carefully selected
as product providers.
'
'The Company, as marketer, will immediately' begin to implement an expansion plan, into those
•
states in which the Soybean and Poultry growers are concentrated. (See Business-Marketing Plan"). The
addition of Mr. Campanaro and Mr. Tarbart is e~ential to this expansion because of their experience in
nationwide marketing of insurance products and th,eir ability to recruit and retain the caliber of sales and
sales management personnel 'required for such expansion.
•
Simultaneously, the current sales force of AIA Insurance and their compensation plan will be
restructured in order to better penetrate the market With additional products as identified by the Company
and as requested by the farm commodity Associations. The Company plans to structure a sales
compensation and incentive plan that gives greater weig!It to new bu~iness than to renewal business, while
at the same time restnicturing the vesting provisions of the agents' contractS for commiSsions on policy
renewals.
,
The geographic scope of the Company's market has become nationwide with the addition of the
,:"bean and Poultry Growers Associations. To date, the OJmpany has marketed its health products
primarily to Association members in the western and plains states where its sales force is now
concentrated. The Company intends to increase its ;number of producing agents to build a national sales
presence (See "Business-Marketing, Plan-Recruiting".)
Marketing Plan
. The Company's objective is to increase its share of the rural market either through the Associations
or other similar organizations with which the Company may establish similar relationships. Future
expansion of Association endorsements could include cattlemen, cotton, and tobacco producer
Associations, as well as additional state endorsements· from the Wheat, Soybean and Poultry Growers
Associations.
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The Company has targeted specific state Associations for the expansion of its marketing efforts.
a table listing those Associations with the Company's estimated year of penetration:

is

Targeted State Association Prospects
Association

1

1995

Iowa
Wisconsin
Rorida
Louisiana
Georgia
North Carolina
South Carolina

Soybeanl
Soybean
Soybean, PouItyf
So~bean, Poultry
Soybean, Poultry
Grain,3 Soybean, Poultry
Soybean, Poultry

1996

Ohio
Michigan
Kentucky
Illinois
Delaware
Virginia
Maryland

Soybean
Soybean
Grain, Soybean, Poultry
Soybean
Soybean, Poultry
Soybean, Poultry .
Soybean, Poultry

Soybean _ American Soybean Association

_

:z Poultry _ National Contract Poultry Growers Association
3

Grain _ National Association of Wheat Growers

LetuIsIProspects Program
,
Associations' participating in the various trusts provide' AIA Insurance With the names of their
members- and potential ,members. The Associations also provide AIA Insurance with an endorsement
letter of the approved insurance plaIis~ The endorsement letters are mailed to prospective clients prior
to contact by AIA Insurance agents. AIA Insurance agents are provided with lists' of members and
potential members who have received these materials. The Company currently has over 450,000 names
of such potential agriculture related clients. The' direct mail advertising and endorsements are. augmented
with advertising and articles in the ASsociations· national magazines. Additional marketing materials will
be developed in conjunction with the participating state and national farm Associations as new products
are developed .and marketed.
.

Recruiting

.

.

The Company plans to·aggressivdy recruit producing' agents to the sales force. Several steps are
being considered to enhance its. abili1J to recruit. The Company is formulating a modified commiSSIon
structure which,. when cOupled with Association sponsorship and letters of introduction-to potential clients .
from the' Associations, is intended to increase the potential for recruiting new agents .and to increase
production. (See "Business-Business Stra,tegyl9.) Moreover, the Ass.6ciatiQD relation'shipsenhance'the,
1
Juiting process' because they provide prospective sales and sales management perSOD.I1el w.ith·a built:iIi.'
I.. _...,pect population. Finally, the Company's recruiting efforts will b~enhanced by the management team's.
contacts throughout the insurance industry. .
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__ /:.t:l;Qduction of New Pro¢ucts
In the future, selling additional products to existing insureds, or cross selling. will be an integral part
oi: the strategy of AIA Insurance. Two new products will immediately serve the existing Association
marketplace: life insurance 'and disability income. It is usually a lender requirement to have life insurance
and disability income insurance when farn1ers receive a line of credit or a loan. Negotiations are currently
in process to procure life products and disability products from other insurance Companies. The
procurement of these products is in, direct response to the Associations' desires to better serve their
.

!

members.

'

Finally. annuity and financial products are an important consideration for the farm and ranch
market. Farmers have significant assets to protect and require estate and financial planning. The Company
is uniquely positioned to'introduce these financial and insurance products to the Associations' members.

Current Products
The Company has in the past specialized in providing a group major medical program for
'Association members. The product, called the GUH Plan, is a major medical program which includes
features such as premium levelization, fleXlole deductibles and incidental life insurance benefits.
Generally, comprehensive major medical rates tend to increase each year due to claim experience, health
care costs and inflation. The GUH Plan, however, is designed to levelize premiums for as long as possible.
This new concept greatly benefits the -certificate holder; and in the face of inflation of health care costs,
the GUH Plan has provided a viable alternative to traditional plans.
The GUH Plan is comprised of three principal types of insurance benefits: comprehensive Major
jiical Benefits, Survivor Income Benefits, and the Supplemental Bene!it Accumulation ("SBAII) or
"'U niversal Benefits" ("UBn ) as it is called in later forms of the GUH Plan.

Comprehensive Maior Medical. The GUH Plan's Comprehensive Major Medical Benefits
provide reimbursement pf specified medical expenses incurred by a participant. The expenses
covered, are those generally covered under "major medical" health insurance policies and are
generally subject to the same limitations, exclusions and co-payment requirements provided under
such insurance policies.
As is typically the case with such coverages, major medical expense reimbursement under
the GUH Plan is subject to a deductible. Participants are offered a choice of deductibles for the
first policy year. Each year thereafter, the deductible amount incre~es by a fixed amount, up to
an administratively set maximum. A participant may choose not to take this automatic increase in
the deductible by paying an additional premium which is actuarially equivalent to the difference
in deductible amounts.

Survivor Income Benefits. The GUH Plan's Survivor Income Benefits provide scheduled terrri
life insuranCe coverage on the life of the participant,with a death benefit being payable to the
p<:trticipant's d~sigI!-a.t~d, b~neficiary.,
- S~le:n~nlaiB~n;;fit Accumulation/Univers'al Benefits C'SBA/UB n ). The SBA/UB provisions
designated to add~ess the two major problems of the health msurance
.,',., of the GUH 'PI~n
',;,in'dustry: (a): es~iatfng' premi~m~; ari'if'(b),poQijjerSistericy among participantS. OVer the past
'decade, medical c6sts have inflated'dramatically, causing premiums for health insurance to increase
significantly faster than prices of other consumer goods. As a result of escalating premiums,

were
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persistency of group health insurance plans has typically been low among the healthier members
of the group who tend to jump in and out of the group depending on the current year's premium
and the availability of price-competitive products. This tendency of healthier members to price shop
and withdraw from the group, thereby leaving !l higher percentage of less healthy members in the
group, is a process known as "adverse selection." This phenomenon results in magnification of rate'
increases induced by medical cost inflation as the overall health of the remaining group popUlation
deteriorates, which in tum causes more of the healthy group members to wit4draw, the overall
health of the remaining group to decline, and rates to increase even further. Adverse selection thus
results in an "assessment spiralll of increasing pre~ums.
The GUH Plan uses a 1I1evelized" or "stabilized" premium concept to solve these two linked
problems. 'The GUH Plan design previously involved cash accumulation in the SBA to reward
persistency and to fund the "levelized" premium benefit and, on the other hand, imposition of
surrender charges against withdrawals of accumulated cash value to discourage lapses. More recent .
forms of the GUH Plan eliminate surrender charges and provide for scheduled cash values known
as Universal Benefits. The, SBA/UB, an integral part of the insurance contract, is designed as a
. premium stabilization accumulation fund to stabilize escalation of premiums due to inflation of
health care costs. In order to provide level premiums, premium stabilization accumulation funds
are present in all non-cancelable and guaranteed-renewable health insurance, as well as disability
and whole life policies. The difference between Universe Life's SBA/UB and the typical premium
stabilization accumll:lation fund is that Universe life allows insureds to determine the timing and .
amount of application of an allocable portion of the premium stabilization accumulation fund in
light of their own particular financial and health circumstances. The GUH Plan allows insureds
, to apply amounts credited to the SBA/UB to offset premium increases and, in the event of claims,
to cover medical expenses otherwise subject to the deductible. The amounts credited to the
SBNUB are therefore available t? insureds as a policy benefit to offset premium increases or to
cover actual medical expenses otherwise subject to the deductible.
Association Relationships
.
AIA Insurance receives exclusive endorsements by the Associations as the approved agent of record
and thi.rd party administrator. This endorsement to Association members gives AlA Insurance a captive
market (currently over 450,000 farmers, and ranchers) from which to solicit the sale of its products.
Members of the Associations have demonstrated an affinity for such Association endorsed products and
services. Because the relationships with Associations have proved successful the Company will expand
through the antic!pated development of additional agreements with other agricultural related organizations.

The Company and certain of its products are endorsed primarily by the following three
Associations:
National Association of Ulheat Growers
AIA Insurance haS had a 25 year relationship with state wheat growers associations, which are
affiliates of the National Association of Wheat Growers. This relationship has been integral in building
th.e Company's program. Wbile endorsements began with state Associations, the COmpany and the
··progTam is now end9~e<:k9yNAV{Q, which h~ 65,OOq members out of approximately 350,000 wheat·
-9wers in the·United.States;,' Althou.gh wheat is grown nationwide, it is 'a primary crop in 18 western
! tes.· AlA Inst£rince ;isendbrsed by 15 of the 18 active state Associations as well. as the National
ASsociation; and AJAis prospect list includes 278,030 wheat growers. Approximately 30% of its a'ctive
membership participates in the program by purchasing insurance from the Company.
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,z.erican Soybean. Association.
..
•.
',This relationship began in the spring of 1993. AIA Insurance was selected through a competitive
1'_..A:eSS because of its customized products and its dues collection serVices. Th.ere are approximately
440~OOO soybean growers in 25 states, of which 32,800 are currently ASA members. AIA Insurance
currently has the endorsements of the national_ association and 12 state associations; and AIA's prospect
list includes 206,641 soybean growers. Thus far, only 5% of active members participate in the Company's
programs.
.~

National Contract Poultry· Growers Association
This relationship began in the fall of 1993. There are approximately 72,000 poult:ry growers in 16
states, of which 3,500 are NCPGA members. Poultry growers are different from the typical wheat or
soybean grower. They require fewer acres (as little as five), have lower groSs incomes, and often have
other jobs to supplement their household income, making· their insurance needs more diverse. Of the
three states currently penetrated by the Company, about one-third of the approximately 2,500 active
members are participants. AIA's prospect list includes 27,930 poultry growers.
Additional Associations
In addition to being agentof record for the three major national Associations, AIA Insurance is
also the agent of record for the Rolling Plains Cotton Growers; Oklahoma and Texas Peanut Growers,
Nebraska Corn Growers, and the Tennessee Pork Producers. All are state commodity Associations
specializing in specific crops. AIA's prospect list includes 53,318 of these specialty commodity growers.
Members participate in the Company's-insurance plans offered through American Independent
~gricultunil Producers Group Insurance Trust.

.
Virtually all the current participants in the Company's insurance programs are individuals who work
directly in farming or agricultural-related industries. The average certificate holder is 43 years old and
has 2.2 persons insured on each health certificate. Over 95% of the group universal health coverage is
sold to individual families without employees.
\..._~ents

Agreements
Associations
Administrative agreements with the Grain Growers, Soybean Growers and Poultry Growers Trusts
provide that AIA Insurance may be replaced as the administrator of the trusts by the Board of DirectorS
of the trusts upon three years notice. Upon termination, the Company will no longer collect dues, and
no other competing insurance products may be endorsed by the Associations for two years thereafter. The
other Trust Agreements do not contain specific provisions with respect to replacement of the
administrator.
.
In addition to administrative agreements with the trusts, AlA Illsurance bas administrative
. agreements with the insurers .of policies written to the trusts, under which it ·is compensated,· for
. adIIlinistrative services, su.ch as risk selection and claims adjudication, ·rendered to those msurers .. The·..
tru;stS also receive an aimualadministrative allowance from the insurerS who write grqup insurance for the .
. trust.. The exact amqunt ofthis .allowance .depends both, on the total·amount ofthc. annual preiniu~ and
T'P::rsis:teney levels, which are percentages based on ,the number of indiVidualS who' .retairi their cQverage
\rC ·after year. AlA' Insurance·calso is entitled to.interest earned on frusi fund deposited pending, the~r,··
..rdliiation.
...
.
.
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j"-t; Centennial Life· Insurance Company

.
, '. Effective O~t. 1, 1994, AIA Irisurance entered into various agreements with The Centennial Life
Insurance Company, pursuant to which Universe Life is selling its GUH Plan busmess and through which
AIA Insuran~ will continue to market andadzniniSter health products for the Associations ("Centennial
Agreement"). Under a transfer agreement and related. reinsurance agreements, Universe Life. is
transferring a substantial portion of its GUH Plan underwriting risk to' Centenniill for consideration with
an expected present value of $4.9 million, subject to the profitability of the existing business. The
Company also will receive a profit sharing incentive equal to 25 % of the profit on new business sold by
AIA Insurance. The Company transferred approximately 44% of its GUH business (once the transfer is
. ,completed) to Centennial at December 31, 1994, and expects 'to transfer the balance effective June 30,
1,995, pursuant to a reinsurance agreement currently being negotiated. The terms of the new reinsurance
agreement may affect the assumptions used in the,Sel~cted Projected Financial Information.

Under an administrative services agreement with Centennial, Centennial appoints AIA Insurance
to perform certain billing, accounting, record keeping and other functions pertaining to the general
administrative duties relating to all policies issued by Centennial to the trusts. The annual compensation
ofAIA Insurance under these administrative agreements is an amount equal to 5 % of earned premiums
on policies issued to the trusts and 0.5 % of the average reserve values in the supplemental benefit and
the flexible premium annuity funds under policies issued to the trusts. Also, AIA Insurance receives an
annual fee ranging from $ 25 to $ 85 for each certificate issued to a policy participant and up to a $ 5.00
fee per billing for each time AlA Insurance is required to prepare and transmit premium due statements
either by mail or electronically.
'
AIA Insurance is also appointed as the agent of record for certain trusts and as general agent for
. insurerS on all policies issued by any insurance company to the trusts. Under a marketing agreement with
CententIial, AIA Insurance receives commissions equal to 40% of the first year's premium. Commissions
payable on renewals equa115% of premiums paid fo'r health, life and accident policies issued to the trustS,
excluding premiums for the Universal Benefits and Supplemental Benefits.

Regulation
Insurance companies including Universe' Life and Great Fidelity are subject to comprehensive
regulations by state insurance directors or commissioners in the jurisdictions in which they do business.
Such regulations relate to, among other things, prior approval of the acquisition of a controlling interest
in an insurance company; standards of solvency which must be met and maintained; li~nsing of insurers
and their agents; the nature of and limitations on investments; deposits of securities for the benefit of
policyholders; approval of policy forms and premium ra'tes; annual and other reports required to'be filed
on the financial condition of insurers and for other purposes; requirements regarding reserves for
unearned premiums, losses, and other matters; and minimum benefits and loss ratios for health insurance.
,

.

,

" 'The National'Association of insurance Commissioners eNAIC") has, in recent years, taken an
active' role in deveI6ping.·standards ,for: regul~ti,on of insurance cOInpanies and has effectively required
, ~tates: to conform to sjich, standards.. The' NAIC .is. a volqntary aSsociation. of state insurance regl!lators
';which;,despite its)eading'.role, is pot,aCc6imtable'io,anyfe,deral or statel~gislative body. Thei)lAlCis not
.' . r(!quir~d to allow insuf~nce.' qnnpariy 'I-I?prei~:ntation iii' any of its '~dib~rations; and there eXists n8"
(-pcedure for appe~l p(itsAedsions~ ,:,Among;the ;NAlC's new requir~;ments for insurance cOp1,Ranies is' .
"
.erence to the NAICs'risk-basecfcapital,(,'RBC') niles, 'which arede.scnoed in detail in thc.xlotes to
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1-,
-~mpany's financial statements. The NAIC has recently taken an increasingly consumer-oriented
vi
)loint. Future regulatory requirements imposed by the NAIC, particularly in the area of health
insurance reform, could adversely affect the Company's business.

The domestic state insurance regulator is required to periodically conduct financial and market
conduct examinations of an insurer. Th.e last examination of Universe Life was conducted jointly by the
Idaho, Nevada, and Texas insurance departments. It was initiated in September 1993 for the two year
period ended December31, 1992; and, although the examination report bas yet to oe issued, the examiners
proposed significant accounting changes which would have been detrimental to Universe Life, as follows:
. The examination proposed that the valuation for statutory accounting purposes of AIA
Insurance, currently a subsidiary of U~iverse Ufe, common stock be reduced from its Cost basis to
its GAAP book value, net. of all deferred acquisition costs. This proposed adjustment would cause
a'$5,706,713 write down of the carrying value of AIA Insurance.
The examiners proposed that·the aggregate reserves for the GUH Plan be increased from
$13,848,500 to $18,511,137 on an aggregate basis, before reinsurance credits. The Company's.
reserves equal the ·estimated present value of future policyholder liabilities. The examiners'
proposed reserves equal the maximum policy liability. This adjustment would have had the effect
of reducing the Company's capital and surplus by a corresponding amount. .
-

Based on the. proposed examination adjustments to Universe Life, the Texas Department of
('Tn!") issued an ex parte cease and desist order against Universe Life in March 21, 1994,
.: nding Universe Life's ability to conduct business in Texas.·

~'trance

As a result of the cease and desist order, UnIverse Life has been subjected to a show cause order,
suspension hearings, and other administrative actions in several other states. At the present time,
Universe Life has agreed to suspend new sales in Alaska, California, lllinois, Nebraska and Washington,
on a voluntary oasis, until the valuation of its investment in AIA Insurance stock and any other
examination issues are settled. In addition, Universe Life voluntanly allowed the suspension of its
certificate of authority in Mississippi, Oregon and Utah pending resolution of the examination issues.
Historically, the amount of business done by the Company in such states (other than Nebraska and
Oregon) has not been significant. The Co~pany expects that the contribution of offering proceeds to
Universe Life and the reorganization of AIA Insurance as a direct subsidiary of the Company will result
in lifting of such suspensions.
.
The Company has negotiated .the settlement of the TDI cease and desist order; and by Consent
Order issued on October 10, 1994, the earlier cease and desist order was superseded. TDI abandoned the
proposed adjustments for increased reserves; and it approved the reserves and reserving methodology of
Universe Life at essentially the levelS established by the insurance company, subject to minor modifications
.jH:oposed 1:?y an independent actuary retained by TDI to review the Company's reserving method. As part
of t1;le,October Consent Oider, Universe. Life agreed .to modify its reserves, ifnecessaty, by year end ~~96 .
.The Coillpany believes changes. iIi the aggregat~ .health ~nd accident reserves will be imm~teriaL In
~ddition, Universe Lite agteedin the COnsent drderto -reduce the carrying value of its investment in AlA
It" ·:raI.l:¢e)tock to GAAP:book\lalue by December· 31, 1996.. TDI approved the sale and transfer of the .
.'" Plan busin~ss to:centemiial as proposed by the Company.
,.
.
.
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Although the. examination report has not yet been issued, Universe Life has also reached an
!ment with the Idaho Insurance Department cOncerning the principal examination adjustments'
a
proposed by the examiners. The Idaho Insurance Department will not require Universe Ufe to -record
any adjustments to the value of its investment in its wholly-owned subsidiary, AlA Insurance, Inc., or to
the amount of its SBNUB reserves as of December 31, 1993. The carrying value of AIA Insurance, Inc.
will be adjusted to GAAP book value, including deferred acquisition costs, at July 1, 1995; and the
Department will permit the Company to make the required reserve adjustments ratably, on a quarterly
basis beginning with the third quarter of 1995 and ending December 31, 1996, in accordance with the
Texas Consent Order.
The Idaho Insurance Department has approved Universe Life's sale of its GUH Plan business to
Centennial and has granted approval of the admission of the gain on this transaction as an asset on the
insurer's books and the methodology for determining the value of that asset, conditioned upon realization
of future cash flows as anticipated.

Legal Proceedings
In August 1993,' judgment was entered against Universe Life in Texas for $72,000 actual damages
and $500,000 exemplary damages in connection with a denied medical claim. An appellate court reduced
the exemplary damage award to $300,000. Both parties have requested review by the Texas Supreme
Court.
The Company and its subsidiaries are not parties to any other legal proceedings outside the
·..:t';l1ary course of the Company's business o( to any other legal proceeding which, if adversely determined,
.• d have a material adverse effect on the Company or its business.
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MANAGEMENT

l.ha.ectors and Executives

.

.

.

The following table sets forth, certain information. with respect to each of the persons who are.
anticipated to be directors and ~xecutive officers of the Company upon the closing of this offering.
Position(s)

R. John Taylor
Richard W. Campanaro
Reed J~ Taylor
Michael W. Cashman
Bruce Sweeney
Albert E. Cooper
Cumer L Green
William Tarbart

45

52
58
45

63
60

53
46

Andrew Chua
Paul D. Dura.nt II

40
63

Dan L Spickler
Rick L Johnson

46
39

Chairman of the Board and Director
President, CEO and Director
Director
Director
Director
Director
Director
President and Chief Marketing Officer, AIA
Insurance, Inc.
.
Executive Vice President
President, The Universe Life Insurance
Company & Great Fidelity Life Insurance
Company, and Executive Vice President, AIA
-Services Corporation
Vice President and Secretary
Vice President of Finance and Treasurer

The Company has assembled an experienced management team that will be augmented by the
addition of Richard W. Campanaro, William Tarbart and Andrew Chua (the "Campanaro Team") who
have extensive experience in managing and growing insurance marketing companies. The Company's
management can, and has, developed new products unique to the industry; reviewed and c9mpleted
strategic acquisitions and successfully organized the Company to administer the business for the benefit
of the farm Associations, policyholders, employees and shareholders. With the addition of the Campanaro
team, and the sale of the current underwriting risk to Centennial, the Company believes. it is postured for
growth.
Board of Directors and Officers
The Company's Board of Directors currently consists of seven persons, three of whom are not
employees of the Company or any of its subsidiaries. Upon completion of this offering, it is contemplate.d
that the Board will be expanded to nine members, and will include Reed J. Taylor" R. John Taylor•.
Richard W. Campanaro, Michael W. Cashman, Cumer 1.. Green, Bruce Sweeney, Albert E. Cooper and
a representative appointed by the Agent.

R John. Taylor haS served in the positions as Secretary, Treasurer and President of the Company
since he and his brother, Reed J. Taylor founded the Company in 1983 .. M:r.Taylor has been largely,
s~rve' :
responsible for establishing and maintaining the relationships with the Associations: ·Mr.. Taylor
, ~ ~ ,Chairman of the Company: . He serves as a director of The W ashing~on y-!atei' Power O?mpany Of :," .
;
'kane, Washington. Mr. Taylor is a licensed attorney and has been engaged,jn the insurance busin,ess . ..
"ince 1976.

wiII
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Richard W. Campanaro has been in the insurance business since 1966, most recently as Cb,airman .
}C.E.O. of Tandem Financial Group, a former joint venture of The Equitable Ufe Assurance Society
aL-~ Merrill Lynch. (Merrill Lynch acquired 100% of the Tandem Financial Group in 1990 and now
.operates it as part of the Merrill Lynch Insurance. Group iIl Jacksonville, Florida). Mr. Campanaro joined .
. Tandem in 1985 when ·it was founded. Along with the management team he established, Mr. Campanaro
grew Tandem to $45 billion in premium revenue by the time of his departure in 1990. .From 1990 to .
1994, during the period of hi~ non-compete agreement with Tandem, Mr. Campanaro worked on a number
of different insurance related projects as a consultant. Mr. Campanaro was Executive Vice President of
Liberty Life Insurance Company, Greenville, S.c., from 1979 to 1985 and prior to that occupied various
sales and management positions with Metropolitan Life Insurance Company from 1966 to 1979.
c;

Reed 1. Taylor has served as Chairman, President and Director for the Company since he founded
the Company with his brother, R. John Taylor, in 1983. Mr. Taylor was also the founder and President
or Chairman of ;\lA Insurance from 1969 to present. Mr Taylor has been actively engaged in the
insurance business since 1964 and is currently licensed as an insurance agent in several states.
Michael W. Cashman has been in the insurance business' since 1972 when he joined E. W. Blanch
Company, a reinsurance brokerage firm which haS grown to become the largest independent reinsurance
brokerage firm in the United States. Until his recent retirement, Mr. Cashman served as President, Chief
Operating Offi~r and Director of E.W. Blanch Holdings, Inc., a professional reinsurance services firm
providing reinsurance brokerage and reinsurance risk management services. In addition, Mr. Cashman
was chairman, Chief Executive and Director·of E.W. Blanch Company~ Mr. Cashman is a member of the
International Insurance Society, was one of two founders of the Chair of Insurance at the University of
Thomas, and has served on its advisory board. AdditionaI1y, Mr. Cashman is a trustee on the Board
0 ... Lne University of St. Thomas.
Bruce Sweeney has served as a Director of th~ Company since December, 1988. During the past
11 years, he has been engaged in the construction contracting and land development business. He had
previously served on the boards of several corporations, including Pacific Empire Ufe Insurance Company.
In addition to business interests, Mr. Sweeney serves as minority leader of the Idaho State Senate.
Albert E. Cooper became a Director for Grea,t Fidelity Life Insurance Company and The Universe
Life Insurance Company and the Company in November 1993. He is currently President of two financial
consulting services, A.E. Cooper Associates and Greenwood Financial Services. Mr. Cooper has an
extensive insurance background. He was employed by the Indiana Department of Insurance from 1976 .
to 1980, where he was Chief Auditor, promoted to Chief Deputy, and later appointed by the Governor
as Commissioner ofInsl,lrance inJ980.· Thereafter, ML Cooper was employed iIi senior executive positions
with the National Association of Mutual Insurance Companies, .Atek Information Servi.ces, HealthPlus
. HMO, and IndianaJnsun~nce Companies, .
.
Cumer L. Green became a Director of the Company in 1994, elected by the Series A Preferred
.
: Shareholder. Mr. Greeni$' a .certifi.e.d publi.c accountant, and has beep an attorney since 1969. '.
• ,~ :

!'< '. ':"William

i
••

'

•

",0

Tarbarf.haS··b~en iti::th~'ilJsuraIicebusine~s since 1970 and since 1990·has Se.rved,as.,a..
: t0Tl's~ltarit to such cOII1panies·aiProtective Life Insutance Company . qfBirmingham, Alabama and Florida
.
; ;icians Insurance-Company. :f1e..began ·hls··-yareer. with the :Equ,iiable Li~e Assurance· Socie,ty and ' ...

AFFIDAVIT OF REED J. TAYLOR

-

31 -

AIA0002328

2.(.11/2-

.' i
.f

,a,amed with them until joining Mr. Campanaro at Tandem Financial Group with' responsibilities
f-'-'-\tding product design, pricing, marketing and sales. Mr. Tarbart will became President and Chief
r.. __ .i'keting Officer of AlA Insurance, Inc.
Andrew Chua has a Masters in Actuarial Science from Georgia State, University and has been i:i::t
the insurance business since 1978, serving in various capacities with CIGNA, Phoenix Mutual Life
Insurance Company, Sun America Corporation and Tandem Financial Group. With Tandem, Mr. Chua
was primarily responsible for annuity product development and the monitoring of the investment portfolio.
He has developed specialized software for investment portfolio management, insurance company tracking
software and pricing Systems.
Paul D. Durant, II has served as executive vice president and a director of the Company, as
president and a director of Universe Life since 1987, and as a director of Great Fidelity since 1990 and
as president since 1994. Mr. Durant is a certified public accountant engaged in the insurance business '
since 1965. He has maintained senior executive positions with The Sentry Insurance Companies,
Southland Ufe Insurance Company of Dallas, Texas, and American Investors Ufe Insurance Company of
Topeka, Kansas. He also serves on the Board of Directors of the Council for Affordable Health and the
National Alliance of Life Insurance Companies.
Daniel L. Spickler holds the offices of Vice President and Secretary for the Company and its
affiliates, and serves as General Counsel for the entire holding company system. He has been employed
by the Company since 1988. Prior to his association with the €t>mpany;' Mr. Spickler practiced law in
Tdaho for-seven years. Mr. Spickler is a member of the Idaho State' Bar Assocjation, American Life
;'fance Counsel Associatiqn, and National Association of Corporate Secretaries.
Rick L Johnson has served as Vice President of Finance and Treasurer of the Company since 1989.
He began his career in public accounting in 1980 with Arthur Andersen & Co. where he served insurance
companies, banks and savings and loan associations. Mr. Johnson is a Certified Public Accountant and
a member of the American Institute of Certified Public Accountants.

Director Compensation
,
It is the cpmpany's policy to pay a fixed fee of $1,000 for each calendar quarter to each director
and $300 to any employee or director for each Board Meeting attended. It is also the policy of the
Company to reimburse :ill directors for expenses incurred in attending directors meetings.
Stock Option Plan
_
The shareholders and directors of the Company have adopted the 1989 Stock Option Plan for key
employees of the Company and its subsidiaries. Under the Plan, the option price may not be less than
the fair market value of the Common Stock of the Company on the date on which an option is granted.
However, options may be granted to employees who own more than 5% of the Company's outstanding
Common Stock only at 'an option price which is at least 110% of the fair market value of the Common
S~ock on the date the option is' granted.' The Plan provides that no option granted thereunqer may be
, exercised more than t~n years after the date it was granted. The Plan has reserved for issuance 1,200,000
"shares 6f Common StocK cifthe C6mpa~y;but:no options have yet: been granted ~nder the Plan. The
C"";mp'i1ny" intends ~to 'increase the' reserVed shares to 1,500,000 .

.~", .'

1;.

'.~::\ ·'~~.:'·::\'("'~l .~~ .:...:'..~.; .•: ..~~.: "':.

.,:. ~.:; _.

..
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-""'<ployment Agreements
R. John Taylor and Richard W. Campanaro will enter into employment agreements with the
Cumpany prior to closing of this offering. Although the terms of the agreementS remain to be negotiated,
they will include commitments by Messrs. Taylor and Campanaro to be employed for at least three years
and non-compete agreements for a _ three-year period after termination of employment. During 1995, Mr.
Taylor will receive a: baSe salary and other employee compensation of $225,000- to $250,000. Mr.Campanaro will receive a base salary and other employee compensation of $200,000 to $225,000. The
other officers of the Company will receive a base salaJY and compensation of 40% to 75% of Mr.
Campanaro's base salary. All officers will also receive that Company"s standard health insurance, paid
vacation and other employment-based benefits that all employees of the Company receive. Mr. Taylor
received total compensation and taxable employee benefits.of$305,322 in 1993 and $249,624 in 1994 from
the Company. Mr. Campanaro did not receive any compensation in 1993 or 1994 from the Company.
Seven employees of the Company, including R. John Taylor, Paul D. Durant II and Rick L
Johnson, who are directors and/or officers of the Company, are each entitled to receive a termination·
severance payment from the Company in the event such person is terminated as an employee of the
Company for any re.ason other than for cause or upon reaching normal retirement age. The severance
payment for the seven employees; except Mr. Durant and Mr. Johnson, would be 50% of the person's
salary for the year prior to such teniIination plus the same amount for each five years tliat the person was
eITlployed by the Company. The maximuIll severance payment would be twice the person's salary for the·
year prior to termination. These severance pay provisions may be canceled upon the approval of a
majority-of these seven employees of the Company if a stock option plan is implemented which provides
--"'"'+ions to these persons with a value comparable to their severance benefits. Mr. Durant's termination
rance payment would· be nine months salary. Mr. Johnson's severance payment would be six months
sa. . ary.
The Company has entered into various agreements with Paul D. Durant II, Executive Vice
President of the Company, under which Mr. Durant has the option to purchase 32,127 shares of Common
Stock at $1.23 per share; These options were granted between November 11, 1987, and September 14,
1993, based upon the Company's attainment-'of Net Income targets during the period. No stock has been
issued under-this agreement.
Certain Relationships and Transactions
Since 1989, all transactions between the Company and any officer; director, or controlling person
of the Company or any affiliate of any such person have been required to be approved or ratified by a
majority of the disinterested outside directors of the Company.

Sale of Series C Preferred Stock and Warrants Pursuant to Investment Agreement
Michael W. Cashman, James W. Beck, and Richard Campanaro will purchase 150,000 shares of
Series C Preferred Stock and Series C Warrants for $1,500,000. Such Series C Preferred Stock has the
same terms as the other shares of Seriese Preferred Stock offered herein. However, Mr. Taylor and Mr.
Campanaro have agreed to elect Mr. Beck (if he so desires) and Mr. Cashman to the Board through a
voting agreement, ifnotaIready so el~cted by the Preferred shareholders. As directors, Messrs. Beck and
Cashman will rece~ye, Wartani;) equal to 6% of the· Company prior to an Equity Offering. Inadditiou-,
·~srs. Beck and Cashman have agreed
guarantee a bank loan of $1 million for the Company in the~'.
-t less than the maximum offering is sold. As compensation for the loan guarantee, they may receive-lditional Warrants for up to 9% of the Company. These Warrants, as a compensation for the loan, will
be at a nominal price.
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., "emption of Donna Taylor's Series A Preferred Shares
.
; Donna Taylor Owns 185,250 outstanding shares of Series A (Stated Value) Preferred Stock that are
culrently being redeemed aver 10 years at their stated value of $10.00 per share plus interest. (See
"Description of Securities-Series A Preferred Stock)". The Company will pay $700,000 from a bank loan
or from the proceeds of this offering (to the extent the offering proceeds exceed $2.5 million) and
$100,000 from its working capital in connection with the redemption of the Series A Preferred Stock. In
addition, to the extent the offering proceeds exceed $3.2 million, the Company will use such net offering
proceeds to redeem the Series A Preferred Stock up to the full amount of the unpaid prinCipal balance
of the redemption price, estimated to be $1,850,000 on May 1, 1995. Any unpaid principal balance of the
redemption price will be paid in monthly installments based upon a ten-year amortization at prime rate.
plus %% .. (See "Summary of Offering- Use of Proceeds", "Restructuring".)
Redemption of Reed 1. Taylor's Common Stock
Simultaneously with the closing of this offering, the Company will enter into an agreement with its
principal shareholder, Reed J. Taylor, to repurchase 500,000 shares of Common Stock for $15 per share,
or $7.5 million in the aggregate. The Company will use the $1.5 million proceeds of the sale of Series C
Preferred Stock and Series C Warrants for the down payment for such repurchase. The 500,000 shares
of Common Stock will be retired to treasury; and the Company will give Mr. Taylor its interest only tenyear note payable for the $6 million balance of the repurchase price for such shares. Principal payments
on this note will be subordinated to principal payments to redeem the Series A Preferred Stock. To
secure payment of the note, Company will grant Mr. Taylor a security interest-in the stock and commission
- . ~,,?me of its operating subsidiaries, including Universe life and AIA Insurance, Inc.
Concurrent with the purchase of the 500,000 shares of Reed J. Taylor's common stock, the
Company will redeem Mr. Taylor's remain.ing common stock of 113,494 shares by transferring the
Company's aircraft to Mr. Taylor, subject to its· debt of approximately $590,000, and cancellation of
approximately $480,000 in indebtedness to the Company. The Company win also transfer all interest in·
the College Advantage Plan to Mr. Taylor. Mr. Taylor wJ1l receive $145,000 per year for three years as
full and final compensation of his personal interest in any renewal commission overrides due him for GUH
business sold prior to closing.

Indemnification
The Company's Articles of Incorporation, as amended ("Articles of Incorporation"), provide for
indemnification of the Company's directors, officers, employees and agents to the fullest extent permitted
by law. Insofar as indemnification for liabilities under the Securities Act may be permitted to directors,
officers or controlling ·persons of the Company pursuant to the Company's Articles of Incorporation,
Bylaws and the Idaho Business Corpqration Act, the Company has been informed that in the opinion of
the Securities and Exchange Commission such indemnification is against public policy as expressed in such
Act and is therefore unenforceable.
. As permitted by the Idaho .Business Corporation Act, the Articles o~ lncorporatio:Il provide that .
direct()ts of the Company·.shall not be personally .liable to the .Company or)tsstockholde~ for monetary
;' ',ages for breach of fiduciary duty asa~director~except for liability (j) for any breach. of <the. director's
6fIoyalty to the .Company or"its stockholderS, {ii) for acts or omissions not i~ good.Jaith. o(which
. . nvolveintentional misconduct or a knowing violation of law, (iii) under Section 30-1-48 ofthe Idaho.·
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-,,-siness Corporation Act, relating to prohibited. dividends or distributions Gr. the repurchase· OI:
}:mption of stock or (iv) for any transaction from whic4 the director cierives an improper person~ ,
b _-..<efit.. As a result of this proVision, the Company may be unable to obtain monetary damages froIti.:a
director for breach of his or her duty of care .
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·PRINCIPAL AND MANAGEMENT SHAREHOLDINGS
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. ,. Aoilowing table represe:nts thefrdly-diluted1equitycapitaistructure ofthe CompaIlY asi(the offering
· and the concurrent sale of Series CPreferred Stock were completed,. and shares of Series A Preferred
Stock were redeemed.
Minimum Offering
Maximum Offering
Percentage
Shares
Shares
Percentage
Preferred Stock
Series A'l
Series C

TOTAL
· Common Stock
R. John Tayloi!
Richard W. Campanaro3
ESOp4
Paul D. Durant lIS
Other Officers & Agents
Other Non-Employees
c·Curr~nt Stock Option Plan6

TAL

115,250
150,000

43.45%
56.55%

500,000

0.00%
100.00%

265,250

100.00%

885,000

100.00%

1,033,000
625,000
176,484
39,519
5,100
330,879
400,000

39.58%
23:95%
6.76%
1.52%
0.02%
12.67%
15.32%

1,033,000
625,000
176,484
39,519
5,100
330,879
400,000

3958%
23.95%
6.76%
1.52%
0.02%
12.67%
15.32%

2,609,9821

100.00%

2,609,9821

100.00%

°

This table includes the effect of a 3:1 common stock split coincident to dosing of the tranSaction.
Assumes redemption. of 70,000 of the outstandil;lg Series A Preferred Stock upqn completion of the offering of the m.iriim.um
number of Shares, and redemption of all Series A Preferred Stock upon successful completion of the maximum amount of the
offering..·
.
3 Includes an option to be· issued to Mr. Taylor of 475,000 shares and to Mr. Campanaro of 625,000 shares, at closing.
4 Includes 43,950 shares issued in December 1994 to the ESOP pursuant to a purchase by the ESOP of such shares at $6.34 per
share for 1994 contnoutioos made by the Company.
.
.
$ Includes 32,,157 shares which may be acquired by Mr. Durant pursuant to exercisable stock options.
.
6 Includes shares reserVed for issuance upon exercise of options which may be granted under the Stock Option Plan for·Officers and.
Employees adopted in 1989, and to be ameuded in 1995: To date, no options have been grauted under the plan.
1

· 2·

AFFIDAVIT OF REED J. TAYLOR

-

36 -

AIA0002333

2u'-l7

PRINCIPAL AND MANAGEMENT SHAREHOLDINGS (Continued)
be· following table r~p·r.es~i;ltsth~ fully~diluted8 equity capital structure of the Company as if the offering
and the concurrent siiIe of Series C Preferred Stock were completed, and assuming further redemption
. of Series A Preferred Stock, Conversion of Series C Preferred Stock, and exercise of Series C Warrants.
.L

Minimum Offering
Shares
Percentage
Preferred Stock
Series At
Series C

115
Q

TOTAL
Common Stock
R. John Taylor
Richard W. Campanaro2•3
EsOP5
Paul D. Durant 6
Other Officers & Agents
Other Non-Employees
rurrent Stock Option Plan4

n

h Bec~·7

n<lichaeI Cashman3•7
Other loan guarantee warrants 9
Other Series C Shareholders3

TOTAL

1,035
625
176
40
5
331
400
428
856
385

Q

Maximum Offering
Shares
Percentage

100.00%
0.00%

o

100.00%

o

24.17%
14.60%
4.12%
0.92%
0.12%
7.73%
9.34%
10.00%
20.00%
9.00%
0.00%

1,035
625
176
40
5
331
400
415
830
2,072

17.45%
10.54%
2.98%
0.67%
0.08%
5.58%
6.75%
7.00%
14.00%
0.00%
34.95%

100.00%

5,9297

100.00%

o

0

0.00%
0.00%

1 Assumes redemption of 70,000 shares of the Series A Preferred Shares upon completion of the minimum offering and further
redemptions on schedule over the next two years; and the redemption of all Series A Preferred Shares in the event Of the
completion of the maximum offering. .
2 Includes a grant of 475;000 and 625,000 options t.o Mr. Taylor and Mr. C4mpanaro.
3, Includes conversion of all Series C Preferred Stock to· the Company's Collmon Stock on a fully-diluted basis and exercise of
Series C Warrants for the Companis Common Stock on a fully-diluted basis.
,.
4 Includes shares reserved for issuance pursuant to options to be. granted under the Stock Option Plan for officers and
Employees adopted in 1989. No options have been granted under the Plan.
s Includes 43,950 shares purchased by ESOP in December 1994.
6 Includes 32,157 shares which may be acquired. by Mr. Durant pursuant to exercisable stock options.
.' .
7 Includes warrants issued to Messrs. Beck an~ Cashman or other investors who may guarantee notes to the Company to
complete the restructuring, if only the minimum C shares are sold.
..
.
. ~ This table includes the effect of a 3:1stod: split for holders ofrecordon September 1;1995. This fable is based upon the
capital structure reflected,inthe previous. tabie. There can be no aSsurance that the ultimat.e capital struCture Will be .the same
}!$,that presented herein due to the possibility. of further issuance of Company securities prior toexereise of the Warrants· or .
. )version of the Senes CPreferred S t o c k . . '
' . .. .
... "
..,;sumes Messrs. Beck and C4shm~~ and other investors assist the Company by co-signing for loans, if less than the maxmlUm
.5 sold.
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DESCRIPTION Of SECURITIES
CUr _.al

Stock
"
.'
.
The Company's Articles of Inc6rporati~n, when amended, will authorize the issuance of 5,000,000
shares ofcommon stock (parvaIue $.01 per share), 200,000 shares of Series A $10 Stated Value Preferred
Stock, and 500,000 shares of Series C'10% Preferred Stock ($1.00 par value).
The following descriptions of Capital Stock are subject to the detailed provisions of the shares
contained in the Company's Amended and Restated Artic1es of Incorponition, which are available for
inspection upon request.
'

Common Stock
The Company is authorized to issue 5,000,000 'shares of Common Stock par value $.01 per share.
All outstanding shares of Common Stock are fully paid and nonassessable. Holders of the Common Stock
are entitled to one vote per share on all matters to be voted on by shareholders, including the election
of directors. Holders of Common Stock of the Company will he entitled to elect seven of the nine
directors. The holders of classes of Preferred Stock of the Company have a preference over the holders
of Common Stock of the Company on the assets of the Company legally available for distribution to
stockholders in the event of any liquidation, dissolution, or winding up of the affairs of the Company~ In
the event of any liquidation, dissolution or win~ing up of the affairs of the Company, holders of the
Common Stock will share ratably in any assets of the Companylegally available for distribution to holders
of Common Stock. Holders of Series C Preferred Stock have a preference over the holeers of Common
Stnck as, to the payment of dividends. Holders of Common Stock have rights, share for share, t6 receive
) dividends if and when declared by the Board of Directors out of-funds legally available thereof after
pQ. _.....tg preferred dividends to the holdeT$ of Series C Preferred Stock. The Company has never paid any
.div'idends and does not intend to pay Common Stock dividends in the future. '
J

Series A Stated Value Preferred Stock
The Company is authorized to issue 200,000 shares of Stated Value Preferred Stock ("Series
A Preferred Stock"), without par value, of which all 200,000 shares were issued and of which 185,250 ~re
currently outstanding. All outstanding shares of Series A Preferred Stock are held by one person and are
fully paid and nonassessable. Holders of the Series A Preferred Stock are not entitled to vote on any
matter to be voted on by shareholders, except that the holders of Series A Preferred Stock are entitled
to elect one ~irector to the Board of Directors of the Company. Holders of the Series A Preferred Stock
have no preemptive rights to subscribe for any securities of the Company and are not entitled to receive
cash dividends from the, Company. In the event of any liquidation, dissolution, or winding up of the affairs
qf the Company, holders of the Series A Preferred Stock are entitled to a preference over the holders of
Series C Preferred S~ock ,and the Common Stock of the Company in an amount equal to $10.00 per share.
The Company has e'ntered into certain covenants with the holders of the Preferred Stock which ,
provide generally that the Company .w11I .not, without consent of the, JlOld'ers of the majorityoftlie
outstanding PreferredSto~k (i) issue any Common Stock for less than book value, (ii) iss1I:e anyadditio,aaI, '
, preferred stock, (iii) gvar'ante~ or ~nc~r ,unsecu,rediIJdebtedness in eJecess of an amount equal to .the '
. COpipany"s cons01id~t~(fnet .,yoith ~in1!s)tS,goo4wnI; (iv)guarantec'or)ncuf' ~,nrsecuied indebtedo!!sS
" 'y-~~~ediDg 10% of an aInount.'equaltothe C<:)riipany's cortsolidat~d ~~t ,woi-th'JIlinus its good,~i1)" .(i)
. 'L. ; mtee or incur any secured indebtedness' except for certain specified fiens which arise.in the, ordinary
ufse:of business and certain liens incurred or assumed in connection with the acquisition of assets
corporations, (vi) terminate its corporate existence except for a merger or consolidation in which the

or
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Jnpany is the surviving corporation and if its consolidated net worth does not decrease as a result of
.~. merger or consolidation, (vii) dispose of all or a material part of the Company's assets unless such
o__ r'0sition of assets is made at the fair market,value thereot (viii) engage.,in Certain types of transactions
with its shareholders or affiliates, (ix) perriIit its cOnsolidated net worth to decrease below $2,000,000, (x)
incur any indebtedness which would cause the Company's debt to equity ratio to exceed 3.6 to 1 ot which
would cause its debt serviCe Coverage ratio of income to current maturities on long-term debt to eXCeed
.8 to 1.
~.

The Company began redeeming the Series A Preferred Stock in DeCemb~r 1993 at the. $10~00
stated value per share plus interest. As of June I, 1995, approximately 185,250 shares of Series A
Preferred Stock wm remain outstanding. Upon closing this offering, at least 70,000 additional shares of
Series A Preferred Stock will be redeemed; and any remaining shares will be redeemed over a ten-year
period. Beginning February 1, 1995, monthly redemption payments will be computed on a ten year
amortization at the prime rate of the First Interstate Bank plus %%.
Corporate Action Required to Authorize Securities
The Shares and Warrants have not been duly authorized as of the date of this Offering
Memorandum.· Before this offering can be closed and the Shares and Warrants can be issued, the
Company's Articles of Incorporation must be amended to define the preferences, limitations and relative
rights of the Shares and Warrants and to authorize the creation and·issuanCe of such securities. The Idaho
Business Corporation Act governs the amendment of the Company's Articles of IncOrporation: The
Company's Board of Directors must adopt a resolution setting forth the proposed amendment and'
ilirecting that it be submitted to a vote of the Company's shareholders. The amendment authorizing the
h'es and Warrants must thereafter'be adopted by the affirmative vote ,of the holders of a majority of
t....._ shares of each class of stock entitled to vote thereon; provided that the affirmative vote of the hQlders
of two-thirds of the shares entitled to vote thereon shan be required to authorize the Warrants.
,This offering will not close, the subscribers' funds will not be released from escrow to the ,Company
and the Shares and Warrants will not be issued unless and until the Agent receives the opinion of '
Company's legal counselthat'the Shares and Warrants have been duly authorized and that, upon delivery
of and payment for the Shares, the shares of Shares and Warrants will be validly issued, fully paid and
nonassessable, and will conform to the description thereof contained in this Offering Memorandum.
Management believes the Company's Board of Directors will adopt the resolutions necessary to
, amend the Company's Articles of Incorporation to authorized the new securities. Reed 1. Taylor and R.
John TaYlor together own more than twci~thirds of the outstanding shares of the Company's common stock
and are committed to vote their shares in favor of adoption of the amendment to the Company's Articles' .
ofIncorporation necessary to authorize the Shares and Warrants to be issued upon closing of this offering,
Although the outstanding Series A Preferred· Stock is generally n?t e~titled to ,vote at any regular or
speCial -inee~ing of stockholders (except to elect one director to the .B?ard), the, Series A Preferred
Stockholder has consented ,·tothe -necessary amendment, the Issuance of the Shares and related
.". ' '
. tratsactions.

, 's~itd '¢:Preferred Stock'
. i

,
..
. -. _~:.,
:'
'
.
.' The rights andpr~feren~sof th~,up:'!o 500,000 shares of Series C 10% Preferred St()ck,(the "$erie~,
'lares"}to be"issued by Company shall be 'as follows:
, . , , ' , ':, '-,,.
,''

AFFIDAVIT OF REED 1. TAYLOR

-

39 -

AIA0002336

2vSfJ

Voting Rights. The holders of the Seri~s C Shares will have no right to vote for any .
sha,reholder purposes. However, the hold.ers of a majority of the Series C Shares shall have the
right to elect one direc;:tor to· the Company's Board.

Dividends. The Holders of the Series C Shares shall be entitled to receive out of any funds
at any time legally available for the declaration of dividends, when and as declared by ·the Board
of Directors, cash dividends at the rate of 10% of the liquidation payment provided in
subparagraph (c) hereof per annum per share, such dividends to be payable annually each
December 31. Unpaid dividends on shares of the Series C Preferred Stock shan be cumulative,
whether or not declared. In no event shall any dividend be paid or declared, nor sh~l. any
distribution be made, on the Company's Common Stock, nor shall any Common Stock be
purchased or otherwise acquired by the Company for value (other t4an payment of amounts due
on the Company's note payable to Reed J. Taylor for redemption of his Common Stock), unless
all dividends on.the Series C Preferred Shares for all past periods shall have been paid or shall
have been declared and a sum sufficient for the payment thereof set apart for payment.
Liquidation. In the event of any liquidation, dissolution. or winding-up of the Company,
whether voluntary or involuntary, before any other distribution or. payment is made to the holders
of Common Stock or .any other series of Preferred Stock, except the Company's Series A Preferred
Stock which maintains preference over the holders of Series C Shares, will be entitled to receive,.
out of the assets of the Company legally available therefor, a liquidation payment in cash per Series
C Share equal to $10.00 (subject to equitable adjustment in the event of any stock dividend, split,
distribution, or combination with respect to Series C Shares) (the "Liquidation Rate"). In addition
to such amount, a further amount equal to the dividends accumulated and unpaid thereon to the
date of such liquidation payment will also be paid. If upon any liquidation or dissolution of the
Company, the assets available for distribution are insufficient to pay the holders of all outstanding
Series C Shares such amount per Series C Share, the holders of the Series C Shares will share pro
rata in any such distribution of assets.
Conversion: Each holder ?f:Series C Preferred Stock shall have the right, ex~rcisable at any
time prior to or on the closing date of an Equity Offering, to convert any or all of such shares of
Series C Preferred Stock into Common Stock at the following Conversion Rate: Each share of
Series C Preferred Stock shall be ~onvertible into that number of shares of Common Stock which
equals 0.0000693% of the outstanding Common Stockon a fully diluted basis at the effective date
of exercise. Ally holder of Series C Preferred Stock who exercises this conversion right prior to
the closing date of an Equity Offering shall be protected against dilution in the event of any
Common Stock issuance or· other transaction which occurs prior to an Equity Offering and
increases the number of outstanding shares of Common Stock on a fully diluted·basis: For each
share of Common Stock received upon such conversion of Series C Preferred Stock prior to an
Equity Offering, the Company shall issue to the holder thereof such number of additional shares
· as necessary to maintain, at all tiIf!es prior to an Equity Offering, such holder's 0.0000693% interest
in Company's outstanding Common Stock on a fully diluted basis.
Redemption> Subjectto the foregoing conve.rsion rights, the Company m~y red~em the Series
· C Shares;at ~nyJiipe.,~and i5.req~i~~~ .to.redeem~he Series C Shares ·up?n the closing of an Equity .
. . Offering.·(s~e:d.~finition under "Series C Warrants" below). The redemption: fi3Je·will be 1QO% of .
the Liquidation Rate if redemption occurs within two (2) years from the issuance ofthe first Series
C Shares. After su.cb two (2}year pe.TIod an amount equal to 5% of the Liquidation Rate will be
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added to the redemption rate immediately and each 180 days thereafter so that if redemption
,ocCurs after such two (2) year period, but prior to 180 days from the end of such two (2) year
.- period, the redemption rate will be 105% of the Liquidation Rate, if past 180 days but prior to
360 days, such escalation of the redemption rate will be 110% of the Liquidation Rate and such
escalation of the Redemption Rate will continue in such manner until the Series C Preferred
Shares are redeemed.
Adtustment Q[ Liquidation Rate. In case the Company at any time subdivides its outstanding
shares of Cominon Stock into a greater number of shares, whether by stock split, stock dividend
or otherwise, the Liquidation Rate in effect immediately prior to such subdivision will be
proportionately reduced. Conversely, in case the outstanding shares of Common Stock of the
Company" are combined into a smaller number of shares, whether by reverse stock split or
otherwise, the Liquidation Rate in effect immediately prior to such combination will be
proportionately increased.
'reemptive Rights
Holders of the Company's capital stock are riot entitled to preemptive rights. A preemptive right
lIouId allow a shareholder, in certain circumstances, to acquire a pro rata portion of newly issued shares
)f the Company's capital stock before they ate offered to non-shareholders.

;eries C Warrants
The Series C Warrants included as part of the Shares may be transferred separately from the Shares
mmediately upon issuance, subject to restrictions on their ttansfer. The Warrants become exercisable at
ime as the exercise price for the-Warrants is established and remain exercisable for five years after
!:..
__ ::e~
Each Warrant allows the holder to purchase from the Company that number of shares of
:::Ompany Common Stock equal to 0.0000307% of Company's common stock at a price to be determined
lS follows:
(a) Upon the earliest to occur of the following events -prior to two (2) years from the date
on which the first Series C Share is issued by the Company, then" the Warrant Exercise Price wlll
be the lesser of (1) 50% of the offering or conversion price per share of the Company's Common
Stock upon the earliest of the following events ("Eqllity Offeringslt):
(i) an offering conducted pursuant to the registration requirements of the 1933 Act
in which gross proceeds of at least $5,000,000 are raised;

(ii) an offering pursuant to exemptions from registration under 1933 Act in which
gross proceeds of at least $ 5,000,000 are raised; or
(iii) any securities convertible into Company Common Stock that are sold in an
offering that conforms to the parameters of subparagraphs (i) and (ii) above

or (2) the conversion rate of the Series Crreferred Stock (i.e., 0.0000693% of Common Company
cash share of CorIunon Stock):
.

.

_ _
(b) Ifanexerciseprice has not been established pursuant to (a) above within.suchtwo (2),
, -" year period, then the exercise price shallbe established at the lesser of: (i) 75% of the Company's _
book value per share of Cominon Stock (excluding indebtedness owed to Reed 1. Taylor incurred·
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as a result of the Company purchasing certain shares of Company Common Stock from Mr. Taylor)
based upon a balance sheet to be prepared as of the end of the month previous to:the date two
(2) years from the issuance of the first Series C Shares; or (ii) the conversion rate per share.of the
Series C Shares.
The number of shar~s of Common Stock that may be acquired. upon exercise of the Series C
Warrant will equal that number of shares representing 0.0000307% of the Company's outstanding
Common Stock on a fully diluted basis (including any shares issuable upon exercise of the Series C
Warrants and upon conversion of the Series C Preferred Stock). The calculation of the number of shares
issuable upon exercise of the Series C Warrant will occur on the date the exercise price of the Warrant
is established or two years ~om the date of issuance of the first Series C Shares, whichever is earlier.
The Warrant further provides that if the Company does not complete one of the Equity Offerings
within two (2) years from the date tb,e first Series C Preferred Stock is sold, the number of shares that may
be Pllfchasecl pursuant to the Warrant will immediately increase by 2.5% and continue to increas'e each
90 days thereafter by 2.5 % on a compounded basis until one of the Equity Offerings has occurred or the
Warrant expires pursuant to its terms. The exercise price and the number of shares of Common Stock
purchasable upon exercise of the Warrants are subject to adjustment upon the occurrence of certain
events, including stock splits, stock dividends; reclassification and combinations of Common Stock, or the
merger, consolidation or disposition of substantially all the assets of the Company.
The Series C Warrant holders, as such, will have no voting, preemptive liquidation or other rights
of a shareholder, except the: right, voting as a class, to elect one director. The Warrant provides that the
- 'ilpany WIll use its best efforts to allow Warrant holders, and the holders of Common Stock issued
.·.mant to the Warrant, to have their shares of Common Stock issued or issuable pursuant to the
Warrant included in certain registrations and qualifications that may be conducted by the Company. The
Warrant expires if and to the extent not exercised within five years from the date the first Series C Share
is sold.
.
The above description 'oUhe Warrants is subject to the detailed provisions ofthe form of Warrant
attached hereto as Attachment.
PLAN OF DISTRIBUTION
The Shares offered hereby are offered and will be sold only to "accredited investors" (as such term
in defined in Rule 501(a) of Regulation D under the 1933 Act) on a best efforts basis exclusively by the
Company. The offering will terminate on August 1, 1995, subject to a IS-day extension by the Company.
Investor's payments will be held by the Company. If commitments for the Minimum Required Financing
($1,500,000) are not received by August 1, 1995, whiCh date may be extended by the Company to August
15, 1995, this offering will terminate and the Subscribers' payments will be returned. Once commitments
for the Minimum Required Financing are received, the Company may use funds and accrued interest on
such funds for the Company's purposes. Notwithstanding receipt of minimum financing, the Company may
terminate the offering and refund payments.
.
No public market exists for the Shares or Warranl';; and no assuranre.::c<3;n .be· gi~en .th.at ·the.
QJmpany wiUever conduct an Initial Public Offering (,,11'0") or thq;t ip:parket (Qr:.any .of th~·Cqmp~ny.'s
." ,[i:rities win develop or be-s'ustainedinthe.furore,:The price.ofth~ Sh~res:.an!i~the.e;t~.(ci§e prke.Qttbe~ .. :.
-'- ·a.trants to investors 'has been determined by negotiations between, th~. Company and. the Placement
6ent and are not re1atedto the assets of the Company or other fi.Q~ncialcriteria.
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. INVESTOR SUITABILITY

An investment in the Shares involves substantial risks and possible loss by investors of their entire
investment. See nRisk Factorsn. The Shares and the Warrants included therein, will be offered and sold
only to prospective investors who: (i) represent, among other things, that they are acquiring Shares for
their own account, for investment only and not with a view toward the resale or distribution thereof, that
they are aware that neither the Shares nor the Warrants have been registered under the 1933 Act and
that their transfer rights with respect to the Shares and the Warrants are restricted by the 1933 Act. by
applicable state .securities laws and by the absence of a market for such securities and (ii) are investors
meeting the suitability standards hereinafter set forth.

The Company will require as a general investor suitability standard that each investor represent in
writing that (i) he or she is a natural person who has a net worth or joint net worth with his or her spouse
in excess of $1,000,000 at the time of his or her purchase; or (ii) he or she is a natural person who had
an individual income of $200,000 in each of the two most recent calendar years or a joint income with his
or her spouse in excess of $300,000 (available only to residents in ce~ain states) in each of those years and
has a reasonable expectation of reaching the same income level in the current year, or (iii) he or she is
a director or executive officer of the Company, or (iv) it is either (a) a bank as defined in Section 3(a)(2)
of the 1933 Act or a savings and loah association or other institution as defined in Section 3(a)(5)(A) of
the 1933 Act, whether acting in its individual or fiduciary capacity, (b) a broker or dealer registered
pursuant to Section 15 of the Securities Exchange Act of 1934, as amended, (c) an insurance company as
defined in Section 2(13) of the 1933 Act, (d) an investment company registered under-the Inves.tment
Company Act of 1940, as amended, or·a business development company as defined in Section 2(3)(48)
- ;-;;uch act, ( e) a Small Business Investment Company licensed by the United States Small Business
!...1linistration under Section 30I(c) or (d) of the Small Business Investment Act of 1958, as. amended,
(f) a plan established and maintained by a state or its ·political subdivisions, or any agency or
instrumentality of a state or its political subdivision, for the benefit of its employees, if such plan had total
assets in excess of $5,000,000 or (g) an employee benefit plan within the meaning· of Title I of the
Employee Retirement Income Security Act of 1974, as amended, if the investment decision is made by
a plan fiduciary, as defined in Section 3(21) ofsuch a<;t, which plan fidudary is a bank, a savings and loan
as!?ociation, an insurance company or a registered investment advisor, or if the employee benefit plan has
total assets in excess of $5,000,000 or, if a self-directed plan, with investment decisions made solely by
persons who otherwise meet these suitability standards, or (v) it is a private business development company
as defined in Section 202(a)(22) of the Investment Advisers Act of 1940, as amended, or (vi) it i$ an
organization described in Section 501 (c) (3) of the Internal Revenue Code of 1986, as amended, a
corporation, a Massac.husetts or similar business trust or a partnership not formed for the specific purpose.
of acquiring the Share, with total assets in excess of $5,000~000, or (vii) it is a trust, with total assets in
excess of $5,000,000 not formed for the specific purpose of acquiring the Shares, whose purchase is
directed by a sophisticated person who has such knowledge and experience in financial and business
matters that he or she is capable of evaluating the merits and risks of the prospective investment; or (viii)
it is a corporation or partnership, and each and every equity owner of such entity certifies that he or she
meets the qualifications set forth in any of (i), (ii), (iii), (iv), (v), (vi) or (vii) above. As used in this
Memorandijm, the terni "net worth" means the excess of to.tal assets over total liabilities. In determintng
income; an investor should .add.to his or her adjusted gross income any. amounts attributable to tax-.exempt
'income.received~ ·losses.;c~aime.d as a ,limited.partn'er·in any limited ··partnership, deductions :daimed :for·
.;. -',:-':etion;coIitriblltions"1o.·an,lRA.:br:Keoglnetirerhe:nt plan,alimony pa.yments.audanY,amciunt by which
·'';0:meforri110ng~term·capital·gaiD:s·has been. red~ced in ·arrivingat adjusted gross income.
~

.:; . .

.

-
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The Company will require as a further specific suitability requirement that each investor represent
. \writing that (i) the investor is experienced in and capable of analyzing and evaluating the merits and
; <11ts of investments in: insurance-related companies, or has been advised as to this investment by persons
who ave such knowledge and experience and are independent of the Company and the Agent, (li) that the
investor has carefully reviewed this Memorandum and has made such other inquiry and investigation of
the Company, its business and its business as the investor deems appropriate, and (iii) that the investor
has not relied on any repr~sentation of the Company or the Agent not contained in this Memorandum
or any recommendation of the Agent in deciding to make this investment.
The suitabilitY. standards referenced above represent minimum suitability requirements for
prospective investors; and the satisfaction of such standards by a prospective investor does not necessarily
mean that the Shares are a suitable investment for such prospective investor. The Company and the
Agent reserve the right to modify the suitability standards and the minimum inves~ent with respect to
certain investors, in order to comply with any applicable state or local laws, regulations or otherwise.
THE SUITABILITY STANDARDS DISCUSSED ABOVE REPRESENT MINIMUM SUITABILITY
STANDARDS FOR PROSPECTIVE INVESTORS. EACI! PROSPECTIVE INVESTOR SHOULD
DETERMINE WHETHER TH1S INVESTMENT IS APPROPRIATE FOR SUCH INVESTOR.
ADDmONAL MATERIALS
All prospective investors and their representatives will be provided access to, and are invited to
review, all materials available to the Company with respect to the Company, its business, this offering or
~( other matter set forth in this Memorandum, including (without limitation) the following:
Articles of Incorporation and Bylaws
Articles of Amendment
Form of Series C Warrant
Campanaroffaylor Employment Agreements
Financial and Accounting Records
Centennial Agreements
Regulatory Agreements
Stock Redemp!ipn Agreements with Series A Preferred Shareholder and Principal Common
Shareholder .
.
.
The COttlpCiny 'Will answer inquiries from prospective investors and their representatives relating
to the Company, its busjness, this offering and the sale of the Shares and will.afford prospective investors
and their representatives the opportunity to obtain any additional information (to the extent that the
Company possesses such information or can acquire it without unreasonable effort or expense) necessary
to verify the accuracy of the information in this Memorandum.

:

.....
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INVESTMENT AGREEMENT

This Investment Agreement (the "Agreement") is made and
entered into as 'of this 30th day of June, 1995 by and among AlA
Services Corporation, an Idaho corporation based in Lewiston, Idaho
("Company"), Richard W. Campanaro, presently of Jacksonville,
. Florida (IICampanaroti) I a.nd James W. Beck and Michael W. Cashman,
individuals residing in Minneapolis, Minnesota (collectively
"Investors").
WIT N ESE T H
t~REAS, the Company is an insurance holding company based in
Lewiston, Idaho I with its principal business in marketing insurance
p~oducts and services to captive markets;

WHEREAS, Campanaro has been recruited to lead a management
team in developing the business of the Company;
WHEREAS, Campanaro has recrui ted the Investors,· both as
independent consultants and potential directors for the company and
to form part of his management ~eami and
WHEREAS I Investors are willing to loan Campanaro certain funds
so that he and the Investors can invest in a certain cqnvertible
preferred series of stock of the Company (Ilseries C Preferred").
NOW THEREFORE, the CompanYl Campanaro and the Investors in
consideration of the mutual representations, warranties, covenants
. and agreements and upon the terms and subject to the conditions
hereinafter set forth do hereby agree as follows:
1.
Campanaro . Loan.
The Investors shall lend Campanaro
. $500,000.00 {the "Loan"} the proceeds of which shall only .be
utilized to allow Campanaro to participate in the subscription for
50,000 shares of the Series C Preferred. The Loan will be made
upon the following terms:
a.
Generally.
The Loan will be evidenced by a
promissory note (the "Note") which will be due an¢t payable on
demand and pay interest at 10% per annum which interest shall
be payable quarterly on the Note. ·The Note shall be in form
substantially identical to the note attached hereto as Exhibit
ft.
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b.
commitment Fee. As and for a commitment fee for the
Loan, campanaro shall, immediately upon closing assign- and
transfer his rights in and to any and all warrants which he
shall' receive from the Company I in conjunctfon with his
investment in the Series C Preferred shares.
,<

c.
Pledge and Security Agreement~
Campanaro shall
execute a Pledge and security Agreement in form and substance
identical to the Pledge and Security Agreement attached hereto
as Exhibit B. To perfect the security interest granted to the
Investors, Campanaro agrees to execute an appropriate
Assignment Separate From certificate in their favor.
The
Company also agrees to place an appropriate notation on the
Series·C Preferred shares issued to campanaro evidencing this
Pledge 'and Security Agreement.
d.
Security for Payment of Interest. Campanaro agrees
to immediately forward and assign his rights in dividends
which'will be payable on the Series C Preferred Qwned by him
for security for payment of interest on the Note.
e.
Pavment. Campanaro agrees that upon demand by the
Investors for repayment of the Note, he shall be obligated to
either repay the Investors in cash, or by transferring
aSl:?ignment ,of his 50 1000 Series C Preferred shares.
Such
option for repayment shall be at the sale discretion of the
InvestQrs.

, 2.
Preferred Shares. ,The Investors and Campanaro will
invest $1,500,000.00 for 150,000 shares of the 500,000 Series C
Preferred to be authorized and issued by the Company with the
following characteristics:
a.
Generally. The holders of the series C Preferred
shall be entitled to receive dividends at the rate of ten
percent (10%) per annum. Dividends shall be on a cumulative
basis from the date of issuance and shall be paid prior to
redemption or conversion at the discretion of the Company.
All accrued and unpaid dividends on the Series C Preferred are'
due at any time any other dividends are paid on any other
class or series of stock or upon redemption or conversion of
the Series C Preferred.

2
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b.
Partial .Dividends •
In the event that sufficient
funds are not legally available to pay dividends on the Series
C Preferred, the Company shall use funds as are legally
available to pay a partial dividend on a pro-rata basis on the
Series C Preferred.
c.
Preference. No dividends or distributions shall be
made on nor any repurchase made of any of the common stock or
other preferred stock of the Company, directly or indirectly,
except for payments to Donna Taylor for her preferred shares·"
and Reed Taylor for his common shares (jointly referred to
herein as the "Taylors' Shares") as are evidenced in detail in
'Exhibit C between the parties and until all accrued and unpaid
dividends of the Series C Prefe~red shall be paid in full.
d.
Redemption. By the terms of the Series C Preferred
and subject to tne conversion rights of the Investors, the
Company shall be required to redeem the Series C Preferred at
the earlier of: (i) any sale of stock or the sale of
substantially all assets of The Great Fidelity Life Insurance
Company ·occurring after two .years following the issuance of
the. Series C Preferred ; (ii) the closing of the sale of a
public or private offering where at least $5,000,000 worth of
the Company's common stock or securities convertible or
exercisable into common stock are placed and which is defined
as an "Equity Offering lt in the Company's Amended Articles of
Incorporation in § 4.3.5 as filed in the Secretary of State's
office in Idaho on April 11, 1995; ("'Equity Offering") or;
(iii) as soon as the Company determines it is able and willing
to execute such redemption.
The redemption price shall be 100% or $10.00 through the
s.econd anniversary of the issuance of the Series C preferred."
If the. redemption occurs thereafter, the redempt.ion price
shall increase immediately to 105% and increase by 5% for each
180 day period or any portion thereof outstanding.
e.
Liquidation. Upon the liquidation (whether complete
or partial) I dissolution or winding up of the Company, whether
voluntary or involuntary, the holders. of series C Preferred
shall be entitled to payment before any dividend, distribution
or any other payment is made to any other holders of any other
cl~ss or series of common or preferred stock to b~ paid except
the· Taylors' Shares, of the par value of each share, Ten
Dollars ($10.00), subject to equitable adjustment in the event
of any stock split, distribution or combination and all
accrued but unpaid dividends to the date of liquidation.
f.
Voting Rights. Holders of the Series C Preferred
shall be entitled to voting rights allowing them to elect one
member of the Board of Directors of the Company.
3
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g.
convertibility.
The Series C Preferred shall be
convertible, at the option of the Investors, into 10.4% of the
voting common stock of the Company on a fully diluted. basis,
just prior to the closing of an Equity Offering and such
conversion shall be'in conjunctiori with the agreement between
Richard Campanaro and the company.
Such conversion option
shall become exerciseable immediately and it shall expire if
not exercised prior to the successful completion and closing
of an Equity Offering.

3.
Loan Guaranty.
The Investors will personally guaranty
$1,000,000 of a loan with West 'One Bank . (Cashman $666,666.66 and
Beck $333,333.33) for a maximum period of two ye~rs.
For each
month,' or any part thereof, the Guaranty is in place, the Company
shall grant them .75% of the total outstanding common stock of the
company on a fully diluted basis, as shall exist just prior to the
closing of its intended Equity Offering. The maximum percentage of
'common stock which the Investors shall receive for such Guaranty
shall be 9% of the Company's Common stock, which amount shall have
.accrued after the Guaranty has been in place for twelve months.
The form of such Guaranty shall'be attached hereto as Exhibit G.
4.
Warrants. The Company shall issue contemporaneously with
the Series C Preferred, warrants for 4.6%, on a fully .diluted
basis, of the total outstanding common stock of the Company just
,prior to the closing of its intended Equity Offering.
The terms
and form of such warrants shall be as detailed in the Exhibit D
Warrant form attached. The strike price for these warrants shall
be fifty percent (50%) of the per share Equity Offering price of
the common stock if the Company completes an Equity Offering within
two years of issuance of the Series C Preferred. Thereafter, the
maximum price for each share of Corom,on Stock shall be the lesser
of: (i) 75% of the Company's book value per share on the second
anniversary date; or (ii) the conversion price of the Series C
Preferred Shares which shall equal $1.5 million dollars divided by
the number of shares issued for such consideration. Further, the
number of shares represented by the Investors I warrants shall
increase by 2.5% (from 4.6% to 4.72%) in the first 90 day period
following the second anniversary and increase an additional 2.5%
for each successive 90 day period following the second anniversary·
that the Company does not complete an Equity Offering.
5.
Consulting.
The Investors will be available, at such
times and in such manner as will not interfere with their other
working opportunities., to consult with the company_
Mr. Cashman
agrees to sit on the Board of Directors immediately and shall
receive warrants in the form of Exhibit H, with a $.01 per share
exercise price for 4% of the outstanding common stock on a fully
diluted basis just prior to the closing of the Company's intended
Equity Offering. Mr. Beck shall agree to sit on the Board, if so
requested and shall have the right to sit on the Board, if he so
requests.
For such consulting and agreement he shall receive
4
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warrants in the form of Exhibit H, with a $~Ol per share exercise
pric~ for 2% of the outstanding common stock on a fully diluted
basis just prior to the closing of the Company's intended Equity
Offering.
6.
securi ty. The Company and Campanaro will do whatever is
legally permissible and possible to offer the greatest possible
security to the Investors for payment of dividends and redemption
of the Series C Preferred including, but not limited to, requiring
the affirmative vote of the Investors' representative on the board
prior to any sale, transfer or r'eorganization of Great Fidelity
Life Insurance Company.
7.
Representations and warranties. Except as set forth in
Schedule 7, the Company and Campanaro, jointly and severally,
represent and warrant to Investors as follows:
a.
Organization: Power and Authority. The Company is
a corporation duly organized, validly existing and in good
standing under the laws of the State of Idaho, and has all
requisite power an~ authority to execute, deliver and, as of
closing, will have all requisite authority to perform its
obligations under this Agreement, corporate and otherwise,and
to consummate the transactions contemplated hereby.
The
Company has full corporate power and authority to carry on the
business as it is now being conducted. The Company and each
of its SUbsidiaries and affiliates (the "Group") is duly
qualified to do business and is in good stanqing as a foreign
corporation in each stat~ or country where such qualification
is necessary because of the assets owned by it therein or
because of the nature of the business conducted by it therein.
b.
Due Authorization and Execution:
Effect Of
Agreement. The Company has full corporate power and authority
to execute, deliver and, as of closing, will have full
authority to perform this Agreement issue securities and carry
out the transactions 'contemplated hereby.
The Board of
Directors has taken, and as of closing, the Board of Directors
and Shareholders will have taken, all action required by law,
its Articles of Incorporation, its Bylaws or otherwise to
authorize the execution and delivery of this Agreement and the
securities and transactions contemplated hereby and no other
corporate action will be necessary to authorize the execution
and delivery hereof or the consummation of the issuance of the
securities or other transactions contemplated hereby. This
Agreement has been duly and validly executed and delivered by
the Company and Campanaro and will constitute the valid and
binding obligation of the Company and Campanaro, enforceable
in accord~nce with its terms.
The execution, delivery and
performance by the Company and Campanaro of this Agreement and
the consummation by the Company and ~ampanaro of the
5

AlA00021 06
AFFIDAVIT OF REED J. TAYLOR

2v~O

transactions contemplated hereby will not, 'with or without the
giving of notice or the lapse of time, or both:
(i) violate any provision of
regulation to which the Company,
business is subject;

any law, rule or
Campanaro or the

(ii)
violate any order,
judgment or decree
applicable to the Company, Campanaro or the business; or
(iii) conflict with or result in a breach of or a
default under any term or condition of the Group's
Articles of Incorporation or Bylaws or any agreement or
other instrument to which any member, of the Group or
Campanaro is a party or by which the Group or Campanaro
are bound.
c.
Litigation Involving the Group or Campanaro. There
is no action, suit, proceeding or investigation pending
(including, without limitation,' any action, suit, proceeding
or investigation with respect to any federal, state or local
laws, rules or regulations, or threatened against or affecting
any member of the Group or Campanaro, which could materially
and adversely affect the business and no governmental entity
has served upon any member of the Group or Campanaro, any
notice claiming any violation of any statute, ordinance, or
regulation or noting the need for any repair or remediation
wi th respect to the business, requesting data or access or
.requiring any change irt the Group I s means or method of
conducting business.
d.
consents. No consent, approval or authorization of,
exemption by, or filing with, any governmental or regulatory
~uthority or any third party .is required in connection with
the execution, delivery or performance by the Company or
Campanaro of this Agreement and the consummation of the·
transactions contemplated ~ereby.
e.
Financial Information and Private Placement Memo.
The Company has furnished to the Investo.rs· the Company's
Private Placement Memorandum dated January 12, 1995.
The
Company has also furnished to the Investors the December 31,
1994, and March 31, 1995 draft financial statements (GAAP":'
based) of AlA Services Corporation, AlA Insurance, Inc., The
Universal Life Insurance Company' and The Great Fidelity Life
Insurance,and the statutory annual statements (statutory) of
ULIC and GLF as of. 12/31/94 (collectively, "Financial
statements"). All information in such Confidential Placement
Memorandum and Financial statements, including, but not
limited .to the financial statem~nts contained in the
Memorandum present fairly, and in all material respects, the
financial position of the Company and the results of its
6
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operation as of and for the respective dates and periods
therein and in conformity with generally accepted accounting
principles (or statements as the case may be) or such other
means and methods of description as are appropriate and
applicable for the business. The company has no liabilities
or obligations with respect to the business of any nature
(absolute, accrued, contingent or otherwise) which are not
. . '. reflected or reserved against. on the Financial statements
except for obligations incurred in the ordinary course of
business and consistent with the past practice since the date
hereof.
All non-financial information within the Private
Placement Memorandum (as updated by the Schedule 7
disclosures) is presented to the Investors as a full and
complete disclosure for their investment in the Series C
Preferred and their respective warrants.
The terms of the
Private Placement Memorandum are hereby incorporated herein as
if set forth in detail.
f.
No Material Adverse Change. Since March 31, 1995,
there has not. occurred any material adverse change in the
condition (financial or otherwise) of the business or any
damage, destrucbion or loss, whether or not covered by
insurance, which has materially affected the business, and
since sUch date the Company has, with respect to the business:
(a) not incurred any material liabilities, and not sold any
material assets or entered into any agreements which relate to
the business, except in the ordinary course of business and
except as set forth in this Agreement, and (b) conducted the
business only in the ordinary course.
g.
compliance with Applicable Laws.
The Group is in
compliance with all federal, state and local and foreign laws/
statutes, rules and regulations applicable to the Group. The
Group has conducted the business in compliance with all
federal, state, local and foreign laws, statutes, rules and
regulations applicable to it and the business. The Group has
conducted all of its past activities and operations in
compliance with all federal, state, local and foreign laws,
statutes, rules and regulations, as the same existed from time
to time. The Group has not received any notification that it
is in violation of any laws, regulations or orders and no such
violation exists. All permits and licenses required by any
federal, state, local or foreign law, rule or regulation and
necessary for the operation of the Business as currently being
conducted have been obtained and are currently in effect.
h~
Brokers, Finders, etc. All negotiations relating to
this Agreement and the transactions contemplated hereby have
been. carried on without the intervention of any person acting
on behalf of the Company in such manner as to give rise to any
valid claim against the Company or Investors for any brokerage
or finder's commission, fee or similar compensation.

7
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i.
Full Disclosure. None of the information supplied
by the Company herein or in the exhibits br in the schedules
hereto contain any untrue statement of a material fact or_
omits to state a-material fact required to be stated herein or
necessary in order to make the statements, in light of the
circumstances under which they are made, not misleading.
,'8.
Closinq. The closing of the transactions contemplated
hereby (the rtclosing lf ) shall take place at the offices of AIA
services Corporation, One Lewis Clark Plaza, Lewiston, Idaho 83501,
on July 19, 1995 at 10:00 a.m. or at such other place or on such
other date which the parties may mutually agree in writing (the
"ClosingDate n ) . All transfers and other proceedings required t<;>
be made or taken at the Closing shall be deemed to have taken place
simultaneously and no delivery shall be considered to have been
made until all of such proceedings have been completed.

a..
Company and Campanaro Deliverables. The Company and
Campanaro shall deliver to the Investors the following:
(i)
(ii)

Note;

s~curity and Pledge Agreement;

(iii)
Campanaro's series C Preferred shares,
together with Assignment Separate from certificate
completed in blanki
(iv)
150,000 shares of Series C Preferred stock
issued as follows:
Cashman
Beck
Campanaro

66,667 shares
33,333 shares
50,000 shares

(v) a sufficient number of warrants to equal 4.6%
of the Company's total- outstanding coimnon stock just
prior to its Equity· Offering issued to Cashman, Beck and
Campanaro in the same proportions as provided in section
8.a.iv. above;
(vi) a sufficient number of warrants to equal 6% of
the Company's total outstanding common stock just prior
to its Equity Offer for issuance to Beck (2%) and Cashman
(4%) ;
(vii)
a certificate executed by the Secretary of
the Company. in form satisfactory to the Ihvestors and
their counsel, setting forth th~ resolutions adopted by
the Board of Directors and Shareholders of the Company
authorizing the execution of the Agreement, the issuance
of the Series C Preferred shares-; the Warrant.s and the
8
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taking of any and all actions deemed necessary or
advisable to consUIllIllate the transactions contemplated
hereby;
(viii)
an Officer's Certificate
'authorized officer of the Company that:

from

a

duly

(A)
the warranties and representations made
by the Company and Campanaro in this Agreement were
true, complete and correct at the time of execution
and upon the Closing Date; and
(B) all obligations of the Company under this
Agreement and the documents and agreements related
hereto required to have been performed at or prior
to the Closing have been satisfied or appropriately
waived; and
(C)
a favorable opinion of the Company
counsel,
,Eberle,
Berlin,
Kading,
Turnbow
&
McKlveen, Chartered, dated as of the Closing and
addressed to the Investors in form and substance
reasonably satisfactory to the Investors and
covering the opinions set out in Exhibit E.

b.
Investors Deliverables.'
Beck and Cashman shall
deliver to Campanaro and the Company the following:
'(i)
(ii)

the $500,0.00.00 loan amount to Mr. Campanaro;
the $1,000,000.00· investment for the Company;

(iii) the Subscription Agreement for the Series C
Preferred Shares and Warrants in the form of Exhibit F;
and
(iv)
their individual personal guaranty's for
$666,666.67 and $333,333.33 in the form of Guaranty in
Exhibit G.
9.
Conditions To Investors Obligations at the Closing. The
obligations of Investors are subject to the fulfillment, prior to
or on the Closing Date, as indicated below, of each of the
following conditions, all or any of which may be waived in whole or
in part· by Investors pursuant to Section 12f hereof, except as
otherwise provided by law:

9
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a.
Richard Campanaro Transaction.
Richard Campanaro
shall successfully conclude his transaction with the Company
in such a way that he is provided shares or rights to the
shares with essentially a zero strike price representing at
least 15% of the common stock, on a fully diluted basis of the
- Company.
"

b.
Loan.
The Company shall have secured a loan with
West One Bank for $2,800,000 with a minimum of two years on
terms and conditions satisfactory to the Investors.
_
c.
-Share Issuance.
The Company and Campanaro will
obtain all approvals and agree to issue the Series C Preferred
shares and Warrants on terms that are satisfactory to the
Investors and consistent with this Agreement.
d.
Reed Taylor Buyout. The Company shall successfully
negotiate and conclude its transaction with Reed Taylor for
the purchase of all of his stock and stock rights in and to
Company stock, in form and substance satisfactory to the
Investors.

E'i.
Donna Taylor Waiver and Buyout.
The Company and
Reed Taylor shall obtain a waiver in form and substance
satisfactory to the Investors: (i) walvlng any and all
defaults, breaches and/or rights to acceleration of the
payments that Donna Taylor may have been due to her under any
of her agreements with the CompanYi and (ii) stating that she
has reviewed the Reed Taylor Buyout Agreement and that it is
acceptable in its present form and she will not make any claim
for acceleration for her payments based on any term contained
in the Reed Taylor Buyout Agreement or from the consummation
of any of the transactions contemplated therein.
f.
The InVestors shall have entered into a valid
Shareholder voting Agreement with John Taylor and Campanaroassuring the Investors that Cashman and, if requested, Beck
will be elected to the-Board of Directors of the Company as
detailed in Section 7.
g.

Representations and Warranties
Campanaro to be True.

of

Company

and

(i)
The representations and warranties of Company
and Campanaro contained in this Agreement shall be true
and correct in-all material respects on the date hereof
and as of the-Closing Date with the same effect as though
such representations and warranties had been made or
gj.ven again at and as of the Closing Date, except for any
representation or warranty expressly stated to have been
made or given as of a specified date, which, at the
10
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Closing Date, shall be true and correct in all material
respects as of the date expressly stated.
without
limitation of tne foregoing,· Investors shall be
reasonably
satisfied
that
the
warranties
and
representations of the Company and Campanaro set forth in
Section 7 shall be true and correct as of the closing
. Date.
(ii) Investors and Campanaro shall have performed
and complied with all of their agreements, covenants and
condi tions required by this Agreement to be performed or
complied with by them prior to or at the closing Date.
.
h.
C0nsents. 'AII notices to, and declarations, filings
and registrations with, and consents, approvals and waivers
for,
governmental and regulatory agencies required to
con~ummate
the transactions contemplated hereby and all
consents, approvals and waivers from third parties required
under this Agreement required to have been obtained prior to
Closing, shall have been obtained.
i.

No Proceeding or Litigation.

(i) No preliminary or permanent injunction or other
order shall have been issued by any court, whether
federal, state, local or foreign, or by any governmental
or regulatory body, whether federal, state, local or
foreign, nor shall any' s·tatute, rule, regulation or
executive order be promulgated or enacted by any
governmental· authority, whether federal, state, local or
foreign,
which prevents the consummation of the
transactions contemplated in this Agreement.
(ii) No
suit,
action,
claim,
proceeding
or
investigation
before
any
court,
arbitrator
or
administrative, governmental, or regulatory body, whether
federal, state, local or foreign, shall have been
commenced and be pending against the Company or Investors
or any of their affiliates, associates, officers 'or
directors seeking to prevent the issuance of the Series
C Preferred asserting that the sale of the Series C
Preferred would be illegal.
(iii) On or prior to the closing Date, no party to
the transactions contemplated hereby or any of the
affiliates shall have reCeived any notice of any
threatened litigation or regulatory proceeding being
instituted or contemplated .which could have a material
adverse effect on the transaction contemplated hereby or
the Company's business.

11
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OJ.
Documents.
The Company shall' have authorize.d,
. executed and delivered the Series C Preferred, the associated
. warrants and all other documents issuing such securities to
Investors free and clear of all liens, claims, encumbrances.
"

k.
Rights Of Inspection.
Prior to the Closing,
Investors shall have th~ right to review all aspects of the
operation of the business, which shall include., without
limitation, the rightl at Investors' sole cost and expense, to
have its legal counsel, accountants and other representatives
review the books and records of Investors with respect to the
business; provided, however, that Investors shall undertake
such study, review,' inspection, examination and audit so as
not to unreasonably interfere with or disrupt the operations
of the business.
Investors shall be satisfied with the
results. of all such examinations.
. 1.
Charter Documents etc.
The Company shall have
delivered such certificates or other documents as may be
reasonably requested by Investors or its counsel, including
without limitation certificates of legal. existence, good
standing and certified charter documents on file with the
Secretary 'of State of the State of Idaho and any other
relevant state for any of its subsidiaries or affiliates,
certificates of the Secretary or Assistant Secretary of the
Company with respect to directors' resolutions, bylaws and any
other relevant matters.
r

m.
Completion Of Due Diligence.
until the Closing
Date, Investors and their counsel, accountants and other
authorized representatives shall have the right to make or
cause to be made such investigation of the business (and its
financial and legal condition) as Investors deem necessary or
advisabie and shall be reasonably satisfied with the results
'of such investigation.
n.
No Prohibition. No statute, law, rule, regulation
or order of any 90urt or administrative agency shall be in
effect which enjoins, restrains or prohibits the Company or
Investors from consummating the transactions contemplated
hereby.
o.
Approval Of Exhibits And Schedules. Investors shall
have approved the· form and content of the exhibits and
schedules delivered by the Company pursuant to this Agreement.
Such approval shall be given within ten (10) days of the
delivery of each such exhibits and schedules by the Company.
p.
Other Obligations. The Company and Campanaro shall
have performed and complied with all agreements and conditions
required by this Agreement to be performed or complied with by
them at or prior to the Closing Date.
12
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q.
General. All instruments and legal and corporate
proceedings in connection with the transaction contemplated by
this Agreement shall be reasonably satisfactory in form and
substance to Investors, and Investors shall have received
counterpart original, or certified or other copies, of all
documents, including records of,corporate proceedings, that it
may reasonably request in connection therewith.
\

"

10. Covenants of the Company. The company hereby covenants
and agrees with Investors as follows:
a.
Access To Information:
Records.
From the date
hereof through the closing Date, the company shall, subject to
applicable fiduciary , privacy and other legal obligations,
afford to Investors and Investors's accountants, counsel and
other representatives reasonable access, upon reasonable
notice to all properties, books, contracts, commitments and
records.
.
b.
Cooperation By The-Company. From the date hereof,
the Company will use its best efforts to secure all necessary
consents, approvals, authorizations, exemptions and waivers
from third parties as shall be required 'in order to enable the
Company to effect the transactions contemplated hereby, and
will otherwise use its best efforts to cause the consummation
of the transactions contemplated hereby in accordance with the
terms and conditions hereof.
c.
Conduct Of Business. Prior to closing, the Company
shall ,conduct business only in the normal and ordinary course
<:lUd use its best efforts to preserve its business organization
intact, to retain the services of its present employees and to
preserve the goodwill of its customers and suppiiers.
d.
Preferred Share Redemption. If requested to do so
by the Investors at any time after the second anniversary date
of the issuance of the Series C Preferred, the' Company will do
all that' is possible to attempt to liquidate The Great
Fidelity Life Insurance Company and use the proceeds to redeem
the Series C Preferred.
e.
Investors Approval.
company shall obtain the
approval of the Investors should there be any investment in
the Company which (i) is equal or above $1,000,000 or (ii)
grants rights, in any fashion or form for the potential
granting or purchase of 10% or more of the Common stock of ' the
Company. Should the Investors not grant the written approval
for any such offering, the Company shall have the right to'
accept such investment if and only if it redeems for cash the,
Series C Preferred stock or Common Shares, if previously
converted, purchased by, the Investors at a price of $2,250,000
if such redemption occurs wi thin 12 months of the closing Date
13
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.or $3, 000, 000 .if such redemption occurs thereafter
Campanaro
agrees any premium paid on his preferred shares shall be
delivered to the Investors as a premium paid on the Loan. The
Company shall also obtain the release of the Investors I
Guaranty at west One Bank. The Investors may reject such a
proposal and retain their ownership interest, but they shall
lose their ability to object to the investment offering
triggering such redemption right proposal.
0

"

f.
Taxes.
All excise, sales, value added, use,
registration, stamp, transfer and similar taxes, levies,
charges and fees incurred in connection with this Agreement
and the transactions contemplated hereby shall be paid by the
Company.
g.
Preparation For closing. The Company agrees to use
its reasonable efforts to bring about the fulfillment of the
conditions precedent in this Agreement.
11.

Indemnification by company and Campanaro.

a.
Hold Harmless. By way of additional indemnification
and in no way limiting any other indemnification that the
Investors may have, the Company and Campanaro shall (except as
provided below) jointly and severally defend and indemnify
Investors in all of their capacities and hold the Investors
wholly harmless from and against any and all losses,
liabilities, damages, claims, demands I actions, causes of
action, judgments, settlements, assessments, awards, costs
including without limitation, court costs and expenses
(including
without
limitation,
interest,
penalties,
investigation expenses and reasonable attorneys' fees) of any
nature whatsoever (herein collectively referred to as
"Losses ll ) asserted against, resulting from, imposed upon or
incurred by the Investors, directly or indirectly by reason of
or resulting from any of the following:
(i) any breach or
non-performance of any representation, warranty; covenant or
agreement of the Company or Campanaro contained in or made in
connection with the transactions contemplated by this
Agreement, the schedules or exhibits hereto, or any facts or
circumstances constituting such a breach or non-performance,
regardless of whether the breach or non-performance is
material or noti (ii) the failure of any such representation
or warranty to be true and correct in all respects as of the
Closing Date; or (iii) for any suits or threats initiated by
anyone or any entity associated or interacting with any member
of the Group or Campanaro.
Notwithstanding the foregoing,
the Company shall not be liable to indemnify or defend·
Investors from any Losses arising from any suit or threat
against Campanar9 unrelated in any way to any of the Company's
Business affairs or from obligations of Campa~aro under
section 1 hereof.
14
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"

b.
SurvivaL The Company's and Campanaro's obligations
to indemnify the. Investors pursuant to this section 8 shall
remain in fOrce until the earlier of: (i) the expiration of
all relevant statutes of limitations unless such statutes have
been extended by consent or otherwise, then until the end of
such extension period, or (ii) three (3) years following the
Closing Date, except in all cases as to matters as to which
the Investors have given written notice of a claim for
indemnification on or prior to such date, in which case the
right to indemnification with respect thereto shall survive
the expiration of such period until such claim is finally
resolved and any obligations with respect thereto are fully
satisfied.
c.
Knowledge. The agreement of Investors to close the
transactions contemplated hereby with knowledge that a
repr.esentation or warranty was not true and 'accurate shall not
be deemed as a waiver of, or affect in any manner the rights
of .the Investors to indemnification hereunder.
It is
understood and agreed that the obligation of the Company and
Campanaro to indemnify the Investors in accordance with the
provisions of' this section 8 shall in no way be affected or
modified by the agreement, either in this Agreement or
otherwise, of Investors to consummate the transactions
contemplated hereby even though the Company and Campanaro were
not able to make the required representations and warranties
at the Cl·osing.
d.
Not Sole Remedy. Nothing contained in this section
8 shall limit the right of the Investors to seek other
remedies, either at law or equity, to enforce the terms of
this Agreement.
12.

Miscellaneous

a.
Survival.
The' representations, warranties, and
indemnification, made ~n this Agreement or in any certificate
·or other document.delivered pursuant. hereto or in connection
herewith and the covenants and agreements contained herein to
be performed or complied with at the closing, prior to the
Closing Date or in connection with the.Closing shall survive
the Closing.
.
b!
Entire Agreement and Amendment. Except as detailed
herein, this Agreement, together with the Separate Campanaro
Management Agreement with the Investors, constitutes the sole
understanding of the parties with respect to the subj ect
~atter hereof.
No amendment, modification or alteration of·
the terms or provisions of this Agreement shall be binding
unless the same shall be in writing and duly executed by the
parties hereto.
.
15
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c.
Successors And Assigns~ The terms and conditions of
this Agreement shall inure to the benefit of and be binding
upon the respective successors and assigns. of the parties
hereto; provided, however, that this Agreement may not be
assigned by any party without the express prior written
consent of the other party hereto.
"

d.
Counterparts.
This Agreement may be executed in
counterparts, each of which shall, for all purposes, be deemed
to be an original and all of which taken together shall
constitute the same instrument.
G.
Headings.
The head~ngs of the sections and
paragraphs of this Agreement are inserted for convenience only
and shall not be deemed to constitute part of this Agreement
or to affect the construction hereof.

f.
waiver.
Any of the terms or conditions of this
Agreement may·be waived in writing at any time by the party
which is entitled to the benefits thereof. No waiver of any
of the provisions of this Agreement shall be deemed or shall
constitute a waiver of suchprovisio~s at any time in the
future or a waiver of any other provision hereof.
g.
ExPenses. The Company and Investors shall each pay
all costs and expenses incurred by it or on its behalf in
connection
wi th this
Agreement
and
the
transactions
contemplated hereby, including without limitation, fees and
expenses of its own financial consultants, accountants and
counsel.
Notwithstanding the foregoing, the Company shall
reimburse the Investors for one-half of their legal fees
.incurred in conjunction with the negotiation and consummation
of this transaction.
h.
Notices. Any notice, request, instruction, consent
or other document to be given hereunder by either party hereto
to the other party shall be in writing and delivered
personally or sent by registered ·or certified mail, postage
prepaid, and shall be deemed given when postmarked and
addressed as follows:
.
If to the Company or:
Campanaro

AlA Services corporation
One
Lewis
Clark
Plaza
P.O. Box 538
Lewiston, Idaho 83501

If to Investors:

James W. Beck
c/o Belmont Associates
530 5th Avenue Northwest
Minneapolis, Minnesota 55112
and
16
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Michael W. Cashman
11950 Breezy Point Road
Wayzata, Minnesota 55391
with a copy to:
Brink & Brink, Ltd.
4700 Norwest Center
90 South Seventh street
Minneapolis, MN 55402
Attention: Charles P. Brink
or at such other address for a party as shall be
specified by like notice. Any notice which is delivered
personally in,the manner provided herein shall be deemed
to have been duly' given to the party to whom it is
directed upon actual receipt by such party or its agent
for notices hereunder. Any notice which is addressed and ,
mailed in the
manner herein provided shall be
conclusively presumed to have been duly given to the
party to which it is qddressed at the close of business,
local,time of the recipient, on the third day it is so
placed in the mail.
i.
Governing Law. This Agreement shall be construed in
accorciance with and governed by the laws of the state of
Minnesota.

j.
Arbitration. All disputes or controversies arising
under, out off in connection with, or relating to this
Agreement, except as otherwise provided herein, shall be
determined and settled by a panel of three arbi trators in
Herinepin ' County, Minl1esota, in accordanc'e wi th the then
applicable
rules
and
p~ocedures
of
and' under
the
administration of the American Arbitration Association, or its
successor. The Investors and the Company shall each select an
arbitrator familiar ,with business acquisitions for such
arbitration and the two arbitrators so selected shall pick 'a
third arbitrator to form a panel.
Any award or judgment
rendered therein shall be final and binding on each anci all
parties th~reto and their assigns, and 'judgment upon the award
re~dered may be entered in any court having jurisdiction
thereof. All costs incurred with respect to the arbitration,
including reasonable attorneys I fees, shall be allocated by
the arbitrators to either or any of the parties.
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IN WrTNESS WHEREOF, each of the parties hereto has caused this
Agreement to be executed on its behalf as of the date first above
written.
AIA Services Corporation

18
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AlA SERVICES CORPORATION
. SUBSCRIPTION AGREEMENT
INCLUDING INVESTNfENT REPRESENTATIONS
TOTAL OFFERING: $1,500,000

James W. Beck (the "Investor") hereby subscribes for the purchase of33,333 units, each
Unit (the "Units") consisting of 1 share ofCla~s C 10% Preferred Stock (the "Shares") of AlA
Services Corporation, an Idaho corporation (the "Company") and a warrant to purchase shar.es of
Company Common Stock (the "Warr~ts"), as more fully described in the Investment Agreement,
at $10.00 per Unit, in the aggregate amount of$333,330.
1.
Certain Representations of the Subscriber. In connection with, and in
consideration of, the sale of the Units to the Investor, the Investor hereby represents and warrants
to the Company and its officers, directors, employees, agents and shareholders that the Investor:
(a) .

Has had an opportunity to review all of the representations arid warranties in the
Investment Agreement and all scheduled exceptions thereto; Company's Amended
and Restated Articles ofIncorporation as filed April 11, 1995; the
December 31, 1994 and March 31, 1995 draft fmancial statements (GAAP-based)
of the Company, AIA Insurance, Inc., The Universe Life Insurance Company, and
The Great Fidelity Life Insurance Company, and the December 31, 1994 annual
statutory financial statements ofULIC and GFL; the draft ofthe Report on
Examination of The Universe Life Insurance Company as of December 31, 1992;
the Confidential Private Placement Memorandum dated January 12, 1995; the
Shareholder Disclosure Statement dated February 9, 1995, and the Supplement
thereto dated February 27, 1995; and such other financial and other documents and
information as the Investor and/or Investor's advi·sor::; deems necessary or desirable
to make an ilUbrmed investment decision with respect to the purchase ofthe Units
(the "Additional Materials") and to ask questions ofR. John Taylor, President of
the Company, concerning the Company, and desires no further information
respecting such Additional ¥aterials.

(b)

Realizes that a purchase of the Units represents a speculative investment involving
a high degree of risk.

(c)

Can bear the economic risk of an investment in the Units for an indefinite period of
time, can afford. to sustain a complete loss of such investment, has no need for
liquidity in connection with an investment in the Units, and can afford· to hold the
Unit indefinitely.

(d)

Realiz€?s that there will be no market for the Units, Shares, or Warrants and that
there are significant restrictions on the transferability ofthe such securities.
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(e)

Realizes that neither the Units, nor Shares, Warrants or shares issuable upon
exercise of the Warrants (the "Warrant Shares") have been registered for·sale
under the Securities Act of 1933, as ame!1ded (the "Act") or applicable state
securities laws (the "State Laws"), and may be sold only pursuant to registration
under the Act and State Laws, or an opinion of counsel that such registration is
not required.

(f)

Is experienced and knowledgeable in financial and business matters, has sufficient
experience in evaluating and investing in private placement transactions of
securities in businesses similar to·the Company and sufficient background in and
knowledge and understanding of the insurance industry and the particular
insurance market that forms the basis of the Company's current business and
proposed business (or Investor is relying on advisors or consultants with such
background, experience and knowledge who are not affiliated with the Agent or
the Company) so that Investor is capable of evaluating the merits and risks of
investing in the Units, and does not need or desire the assistance of a
knowledgeable representative to aid in the evaluation of such risks (or, in the
alternative, has a knowledgeable representative whom such investor intends to use
in connection with a decision as to whether to purchase the Units).

(g)

The Company is currently reorganizing its business operations and there can be nO
. assurance such operations will prove successful of generating sufficient revenues
to pay the dividend on the Shares or to provide an appropriate return on the
Investor's investment in the Units.

2.
Investment Intent. The Investor has been advised that neither the Units, Shares,
Warrants or Warrant Shares have been registered under the Act or the relevant State Laws but are
being offer, and will be offered, and so.ld pursuant to exemptions from the Act and State Laws,
and that the Company's reliance upon such exemptions is predicated in part on the Investor's
representations contained herein. The Investor represents and warrants that the Units, Shares and
·Warrants are being purchased for the Investor's owr(account and for long term investment and
without the intention of reselling or redistributing the Units, Shares or Warrants or Warrant
Shares, that the Investor has made no agreement with others regarding any of the Units, Shares or
Warrants or Warrant Shares, and that the Investor's financial condition is such that it is not likely
that it will be necessary for the Investor to dispose of any of the Units, Shares or Warrants or
Warrant Shares in the foreseeable future. The Investor is aware that (i) there ispresentIy no
public market for the Units, Shares or Warrants or Warrant Shares, and, in the view of the
Securities arid Exchange Commission, a purchase of securities with an intent to resell by reason of
any foreseeable specific contingency or anticipated change in market values, or any change in the
liquidation or settlement o(aDy. Joan obtained for the acquisition of any of ~he Units, Shares or
Warrants or Warrant Shares and for which the Units, Shares or Warrants or Warrant Shares were
or may be pledged as security would represent an intent inconsistent with the inveStment
representations set forth above and (ii) the transferability of the Units, Shares, Warrants or
Warrant Shares is restricted and (A) requires the written consent of the Company, and (B) will be
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further restricted by a legend placed on the certificate(s) representing the Units, Shares and
Warrants containing substantially the following language:
"The securities represented by this certificate have not been registered, under
either the Securities Act of 1933, as amended, or applicable state securities laws.
1;hey may not be sold, offered or sale or transferred in the absence of an effective
registration under the Securities Act of 1933, as amended, and the applicable state
securities laws or an opinion of counsel satisfactory in form and substance to
counsel for the Company that such transaction will not result in a prohibited
transaction under the Securities Act of 1933, as amended, or the applicable state
securities laws."
.
The Investor further represents and agrees that if, contrary to the Investor's foregoing
intentions, the Investor should later desire to dispose of or transfer any ofthe Units, Shares,
Warrants or Warrant Shares in any manner, the Investor shall not do 'so without first obtaining
(i) an opinion of cOunsel satisfactory to the Company that such proposed disposition or transfer
may be made lawfully without the registration of such securities pursuant to the Act and
applicable State Laws, or (ii) registration of such securities (it being expressly understood that the
Company shall not have any obligation to register such securities except as provided in the
Warrants).
3.
Confidentiality. The Investor shall keep confidential and will not disclose or
divulge (other than to: (a) counsel to and accountants of the Investor; (b) the Investor's
. employees; (c) the Investor's outside consultants; (d) employees of an entity controlling,
controlled by' or under common control with such Investor; ( e) constituent partners of an Investor
(in each case if such employee, consultant or constituent partner has a need to know such
information and has been informed of the confidential nature of such information); or (f) persons
or entities as required by law or judicial order), (i) any confidential, proprietary or secret
information which such Investor may obtain from or regarding the Company in connection with
the financial statements, reports and other material submitted by the Company as required
hereunder' or (ii) in connection With inspection and inquiry rights granted hereunder unless such
information is known to the public, or until such information becomes available to the public
without any fault of such Investor.
.
4.
Residence. The Investor represents and warrants that the Investor is a bona fide
resident of (or if an en#ty is organized or incorporated under the laws of), and is domiciled in, the
State listed on the signature page of this Agreement, that the Investor has received and has
executed this Agreement in such state, and that the Shares are being purchased by the Investor in
the InveStor's name solely for the Investor; s own beneficial interest' and not as nominee for, on
behalf of, for the beneficial interest of, or with the intention to transfer to, any other person, trust,
or organization (except as specifically set forth in paragraph 7 of this Agreement).
PARAGRAPHS 5,6 AND 7 ARE REQUIRED IN CONNECTION WITH UIE
EXEMPTIONS FROM THE ACT AND STATE LAWS BEING RELIED ON BY THE
COMPANY WItH RESPECT TO THE OFFER AND SALE OF THE SHARES. ALL OF
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SUCH INFORMATION WILL BE KEPT CONFIDENTIAL, AND WILL BE REVIEWED
ONLY BY THE AGENT, TEE COMPANY AND THEIR COUNSEL. The Investor agrees to
furnish any additional information which the Agent, the Company or their counsel deems
necessary in order to verify the responses set forth below.
5.
Accredited Status. The Investor represents and warrants as follows (CHECK IF
APPLICABLE):

I.

Accredited Investor:

INDIVIDUALS

~

(a)

The Investor is an individual with a net worth, or a joint net worth together .with .
his or her spouse, in excess of$I,OOO,OOO. (In calculating net worth, you may
inc!v.de equity in personal property and real estate, including. your principal
residence, cash, short term investments, stock and securities. Equity in personal
property and real estate should be based on the fair market value of such property
minus debt secured by such property.)

-.X.

(b)

The Investor is an individual that had an individual income in excess of $200,000
in each of the prior two years and reasonably expects an income in excess of
$200,000 in the current year; or

-Y:..

(c)

The Investor is an individual that had with hislher spouse joint income in excess of
$300,000 in each of the prior two years and reasonably expects joint income in
excess of$300,000 in the current year.

(d)

The Investor is a director or executive.officer of the Company.

ENTITIES
( e)

The Investor, if other than an individual, is an entity all of whose equity owners
meet one of the tests set forth in (a) through (d) above.

(f)

The Investor is an entity, and is an "Accredited Investor" as defined in Rule 501(a)
of Regulation D under the Act. This representation is based on the following
(check one or more, as applicable): .

(i)

The Investor (or, in the case of a trust, the Investor trustee) is a bank or
savings and loan association as defined in Sections 3(a)(2) and 3(a)(5)(A),
respectively, ofthe Act acting either in its individual or fiduciary capacity.

(ii)

The Investor is an insurance company as defined in Section 2(13) ofthe
Act.

4
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(iii)

The Investor is an investment company registered under the Investment
Company Act of 1940 or a business development company as defined in
Section 2(a)(48) of that Act.

(iv)

The Investor is a Small Business Investment Company licensed by the U.S.
Small Business Administration under Section 301(c) or (d) of the Small
Business Investment Act of 1958.

(v)

The Investor is an employee benefit plan within the meaning of Title I of.
the Employee Retirement Income Security Act of 1914 and either (check
one or more, as applicable):
(a)

the investment decision is made by a plan fiduciary, as defined in
Section 3(21) of such Act, which is either a bank, savings and loan
association, insurance company, or registered investment adviser;
or

(b)

the employee benefit plan has total assets in excess of $5,000,000;
or

(c)

the plan is a self-directed plan with investment decisions made
solely by persons who are "Accredited Investors" as defined under
the 1933 Act.

(vi)

n~e Investor

(vii)

The Investor has total assets in excess of$5,000,000, was not formed for
the specific purpose of acquiring shares of the' Company and is one or more
of the folloWing (check one or more, as appropriate):

is a private business development company as defined in
Section 202(a)(22) of the Investment Advisers Act of 1940.

~~:~

.

(a)

an organization described in Section 501(c)(3) of the Internal
Revenue Code; or

(b)

a corporation; or

(c)

a Massachusetts or similar business trust; or

(d)

a partnership.

(viii) . The Investor is a trust with total assets exceeding $5,000,000, which was
not formed for the specific purpose 'of acquiring shares of the Company
and whose purchase is directed by a person who has such knowledge and
experience in financial and business matters that he is capable of evaluating
the merits and risks of the investment in the Shares. (IF ONLY TIllS

5
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RESPONSE IS CHECKED, please contact the Company to receive and
complete an information statement before this subscription can be
considered by the Company.)

ll.

Nonaccred.ited Investor:

(a)

The Investor does not meet any of the financial qualifications set forth in I(a)-(f)
above.

6.
Entities. If the Investor is an entity, the individual signing on behalf of such entity
and the entity jointly and severally agree and certifY that:
(a)

the Investor was not organized for the specific purpose of acquiring the Shares;
and

(b)

this Agreement has been duly authorized by all necessary action on the part of the
Investor, has been duly executed by an authorized officer or representative of the
Investor, and is a legal, valid, and binding obligation of the Investor enforceable in
accordance with its terms.

7.

Miscellaneous.

(a) .

Manner In Which Title'Is To Be Held: (check one)

(1)
(2)

(3)
(4)
(5)
(6)
(1)

(8)
(9)
(10)

Individual Ownership (please sign Signature Page for
Individuals)
Joint Tenant with Right of Survivorship (please sign
Signature Page for Individuals)
Community Property (please sign Signature Page for
Individuals)
Tenants in Common (please sign Signature Page for
Individuals) -General Partnership (please sign Signature Page for
In~ividuals)
Corporation (please sign Signature Page for
Entities)
Limited Partnership with Only "Accredited Inv.estors" as
Equity Owners (please sign Signature Page for Entities)
Trust with Assets in Excess of$5,OOO,OOO (please sign
Signature Page for Entities)
Revocable Grantor Trust (please sign Signature Page for
Individuals)
IRA or Qualified Plan (please sign Signature Page .for
Individuals)

6
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(b)

The Investor agrees that the Investor understands the meaning and legal
consequences of the agreements, representations and warranties contained herein,
agrees that such agreements, representations and warranties shall survive and
remain in full force and effect after the execution hereof and p~yment for the Units
I;l.nd further agrees to indemnify and hold harmless the Company, each current and
future officer, director, employee, agent and shareholder from and against any and
all loss, damage or liability due to, or arising out of, a breach of any agreement,
representation or warranty of the Investor contained herein.

(c)

This Agreement shall be construed and interpreted in accordance with.Idaho law.

::
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SIGNATURE PAGE FOR INDIVIDUALS
(Complete if Category lea), I(b), ICc), l(d), or l(f)(v) was checked on pages 4-5)

NAME(S):

LEGAL ADDRESS:
1

I

STATE OF LEGAL RESIDENCE:
SOCIAL SECURITY NUMBER:
SECOND INDIVIDUAL'S:
MAILING ADDRESS:
(IF DIFFERENT FROM ADDRESS ABOVE)

8
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AlA SERVICES. CORPORATION
PRD'.ERREl) C STOCK

SHAREHOLDER LIST

Date
1995

Of

Shares

Par

Issue

Purcllased

Value

Rate .. ~

Dividend

Mlcbacl W. Cashman
17950 Breezy Point Road
Wayzata, MN 55391

8116/95

66,667

666,670

10%

137

25,022.96

James W. Beck
7001 Oxford
Minneapolis, MN 55426

8/16195

33,333

333,330

10%

137

12,511.29

Richard W. Campanaro
One Ocean Ridge Court
Ponte Vedra Beach,. FL 32082
loo-32..{)6()g
Charles B Rapp
6610 Vernon Hills Road

8116195

50,000

500,000

10%

137

18,767.12

8/16195

5,000

50,000

10"/0 .

137

1,876.71

8116195

10,000

100,000

10%

137

3,753.42

Daryl R. Verdoom
28210 wOOdside Road
Shotewoold.MN 55331

8129/95

5,000

50,000

10"/0

124

1,69&.63

Distribution Services, Inc.
1230 TrappnRoad

9126195

10,000

100,000

10%

1 In/95

5,000

50,000

100/0

12128195

15;000

150,000

10%

a

b

.Edina.. MN . 55436
Bruce Knutson

1]28 Harman Place, Suite 30&
MinneapOlis, MN 55403

Eagan, MIl 55121
41-1757231
:Michael W. Cashman, Jr.

2,630.14

54

739.73

6617 LynnwOOd Blvd
Ricbfi~d. MN 55423
Equity IRA Company SBO
:Michael W. CaShmanlRA
17950 Breezy Point Road
Wayzata, MN 55391
41-1668460

Check: issued in 1996
Checb issued in 1~6 per assignment documents to:

Mic:bael Cashman

12,511.41

James Beck

6,255.71
18,767.12

1118196
STOCKXlS

a

67.123;3

200,000

a
b

123.29

~

/..J-.3)-:-7~

l/~rIJ.]? .
~

eel

IfJ.
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AlA SERVICES CORPORATION
COMMON STOCK
SHAREHOLDERS LIST
Per amende<t ArtlcIu of incorporation date<t August 3,1995, authorized 11,000,000 shares of Common
Stock at $.01. Par per Shar&

Number of
Shares
Jan '11.995
ReedJ. Taylor

R. John Taylor
Mary K. Frost

Paul O. DI.inInt
Oa/eMeisen
Raymond R. Hellman
Jay R. Taylor
JudR. Tilylor
SanaJ. Taylor
LH Ann Hostetler
Babette RuddeU
Cariton Kent Gray
SalyJ. Reed

Chris W. Ferwalt
Bruce Sweeney
Tom l.ankenau
FSB TMt ~ ASOP
FSB Trust - ESOP
Rock Wilson
Sonny Hairston

Jerry Legg
Jerry Thayer
Ray Heilman Profit Sharing
BiICady
Alton Woodworlh

Treasuy stock

613.493.50
186,611.50
9,453.50
2.453.50
19,552.00
20.849.50
6.197.67
6.197.67
6,197.68
400.00
400.00
400.00
400.00
400.00
500.00
250.00
857.50
58,828.50
8,000;00
5,000.00
4,000.00
4,000.00
9.064.00
3,600.00
6!227.00

Redemption
of Rted's
Shares

Three. for One
Stock Split
AuQ2611995

CanceUed or
SulT&lldered

NlImbfirof
Shares
Dec 31 1'995

(613,493.50)

;II

373,223.00
18.907.00
4.907.00
39.104.00
41,699.00
12,395.34
12,395.34
12.395.32
800.00
800.00
600.00
800.00

559.834.50
2&.360.50

BOO.OO

1.200.00
1,500.00

1,000.00
500.00
1,715,00
117.657.00
16.000.00
10.000.00
8,000.00
8,000.00
18,128.00
7.200.00
12t 454.00

973,333.50

(813,493:50)

601046.00

613,493.50

b

62;548.50
18,593,01
18.593.01
18.592.98
1,200.00
1.200.00
1,200;00

1,2i:)(tOO

750.00
2,572.50
176.485.50
24,000,00
15.000.00
12.000.00
12,000.00
27,192.00
10,800.00
181681.00

719,680;00

1;079,520.00

7191680.00

11°79.520.00

~S73t539.501
{673t539.50~

11°331379.50

7.~.50

58,656.00

Totaishr" lsisued
ParvaJue per share

1,079.520.00

0.01

1°1795.20

Total common &toel!: per genera/ledger

Il.'l
Company plI"Chased per stock redemption agreement dated July 22,1995
b $piit isfOr.sharehcldeiS·ofreeord onJun.26,19~5
iii

Stock options:
JailoR. ti~
Richard W. Campanaro

475,OOOsh.

1989 StoclcOption Plan

1.50D,OOOsh.

625,OOOsh.

immediately exercisable at $.01 per share
exercisable at $.01 per share upon satisfaction of performance goals
within three years

reserved for issuance under the plan

Page 1
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AND COUNSl:l.OR5 AT LAW
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PoST OFFlCI: SOx 13GB

BOISE,

ICAHO

F"ACSIMILE
I~OS)

'63701

344-eS4:t

JAM~ L.. S""UN

August 15, 1995

0,. COUNSEL

Reed J. Taylor
P.O. Box 538
Lewiston ID 83501
Re:

Common Stock Redemption

,
Dear Mr. Taylor:

This opinion is being delivered to you pursuant to Section 2.5G) of the Stock Redemption

Agreement dated July 22, 1995 ( "Agreement") by and between AIA Services Corporation, an
Idaho corporation ("Company") and Reed 1. Taylor. All capitalized terms not defined herein
shall have the respective meanings ascribed to them in the Agreement. The phrase "Transaction
Documents" refers collectively to the Agreement, together with the Note, the Pledge Agreement,
the Security Agreement, the Consulting Agreement and the Noncompetition Agreement, as such
documents are defined in the Agreement.
We have acted as general counsel for the Company in connection with the transactions
contemplated by the Agreement As such general counsel, we have assisted in the negotiation)
and have examined executed counterparts (or photostatic copies of executed counterparts) of the
Agreement and other Transaction Documents.
In addition, we have examined originals, executed counterparts or copies of such
agreements, corporate records, instruments and certificates., certificates of public authorities and .
such matters of law as we have deemed necessary for the purpose of rendering the opinions set
forth herein. To the ex:tent we deemed necessary for the pUIposes of this opinion, we have
relied upon (i) the statements and representations of the Company as to factual matters~ (li) the
corporate records provided to us by the Company, and (iii) certificates and other documents
obtained from public officials. We have further relied as to factual matters on the representations
and warranties contained in the Agreement and the other Transaction Documents (including,
without limitation, Mr. Taylor's representations in Article IV of the Agreement) and on the
Company's representations in Schedule III (attached) to the Agreement; and we have assumed
the completeness and accuracy of all such representations and warranties as to factual matters.
We have assumed the genuineness of all signatures (other than those of the Company), the legal
capacity of Mr. Taylor to execute the Agreement and all other documents we have reviewed,
the authenticity of all documents submitted to us as originals, and the conformity to original
documents of all documents submitted to us as certified, photostatic, reproduced or conformed
copies. We have further assumed that the Agreement and the other Transaction Documents have
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been du1y authorized, executed and delivered by Mr. Taylor and are enforceable against him in
accordance with their respective terms, and that the execution, delivery and performance of the
Agreement and the other Transaction Documents by Mr. Taylor does not and will not result in
. a breach of, or constitute a default under, any agreement, instrument or other document to which
Mr. Taylor is a party, or any order, judgment, writ or decree applicable to such party to which
Mr. Taylor's property is subject.
Whenever our opinion with respect to the existence or absence of facts is indicated to be
based on pur knowledge, we are referring to the actual knowledge of R. M. Turnbow and
Richard A. Riley, who are the sole atto~eys in Eberle, Berlin, Kading~ Turnbow & McKlveen,
Chartered who have represented the Company during the course of our representation in this
transaction. Except as expressly set forth herein, we have not undertaken any independent legal
or factual investigation to determine the existence or absence of such facts, and no inference as
to our knowledge of the existence or absence of such facts should be drawn from such
representation.
Based upon and subject to our ex:amination and assumptions as aforesaid and subject to
the qualifications hereinafter set forth, we are of the opinion that, except as set forth in the
attached Schedule III and/or the Schedu1es attached to the Agreement:

1.
The Company is a corporation dilly organized and validly existing under
the laws of the State of Idaho. Based solely on the attached Certificates of Corporate Status
issued by the Idaho Secretary of State, the Company, The Universe Life Insurance Company
("Universe"), AlA Insurance, Inc. ("AlAI") and Farmers Health Alliance Administrators, Inc.
("Farmers") are corporations incorporated under the corporation laws of the State of Idaho and
in good standing on the records of the Idaho Secretary of State.
2.
The Company and its Subsidiaries have full corporate power and authority
to enter into, execute and deliver the Transactions Documents and to perform their respective
obligations thereunder; all corporate action on the part of Company and its Subsidiaries, and
their respective directors and shareholders, necessary for the authOrization, execution, delivery
and performance by Company and its Subsidiaries of the Transaction Documents and the
consummation of the transactions· contemplated thereby has been taken; and the Transaction
Documents have been duIy executed and delivered by Company and its Subsidiaries. The
Transaction Documents constitute the valid and binding obligation of Company and its
Subsidiaries enforceable against them in accordance with their respective tenns, except that
enforceability may be limited by (a) applicable bankruptcy, insolvency, moratorium,
reorganization, fraudulent transfer, receivership, cOllservatorship or similar laws affecting
creditor's rights generally) (b) the exercise of judicial discretion in accordance with general
principles of equity (whether applied by a court of law or equity) and (c) considerations of public
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policy.

3.
Neither the execution and delivery of the Transaction Documents by
Company and its Subsidiaries, nor the consummation of the transactions contemplated thereby,
will (a) conflict with or violate any provision of their respective Articles of Incorporation or
Bylaws, as amended; or (b) constimte a violation or default under any indebtedness, indenmre,
mortgage, deed of trust, note, bond, license, lease agreement, or other material agreement or
instrument to which Company or any of its Subsidiaries is a party or to which any of its assets
or the ass~ of its Subsidiaries may be subject; or (c) to the best of our knowledge, violate any
law, rule, license, regulation, judgment, order, ruling, or decree, including any insutance laws
or regulations of any jurisdiction to which Company or any of its Subsidiaries are subject,
governing or affecting the operation of Company or its Subsidiaries in any material respect.
Neither the execution and delivery of the Transaction Documents by Company and its
Subsidiaries, nor the consummation of the transactions contemplated thereby will constitute an
event permitting termination of any material agreement or the acceleration of any indebtedness
of the Company or other liability, with or without notice or lapse of time, or result in the
creation or imposition of any lien upon the Collateral.
j

4.
No consent, authorization, approval or exemption by, or filing with, any
Person or any Governmental Authority is required in connection with the execution, delivery and
performance by Company and its Subsidiaries of the Transaction Documents, or the taking of
any action contemplated thereby, except such as have been obtained prior to Closing.
5.

All of the currently outstanding Pledged Shares are owned beneficially and

of record by Company and, to the best of our knowledge, there are no warrants, options, or
other rights to purchase such Pledged Shares.
6.
Except for the lien of First Interstate Lien upon the First Interstate Shares,
and any interest in the Commission collateral created or granted in favor of The Centennial Life
Insurance Company pursuant to that certain Reimbursement Agreement dated August 11, 1995
among The Centennial Life Insurance Company, AlA Services Corporation, AIA Insurance,
Inc .• The Universe Life Insurance Company and AlA MidAmerica, Inc., the Collateral is free
and clear of all pledges, liens, encumbrances, security interests, equities, claims, or options.
Upon delivery of certificates representing the Pledged Shares of AIAI and Farmers to
Shareholder at Closing, Shareholder shall have at Closing a perfected first priority security
interest in such Pledged Shares.

7.
To our knowledge. there are no claims, actions, suits, proceedings or
investigations pending or threatened against or relating to Company or any of its Subsidiaries.
at law or in equity before Ot by any Governmental Authority, nor has any such action~ suit,
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proceeding or investigation been pending during. the three-year period preceding the date hereof.
Neither Company nor any of its Subsidiaries is in default with respect to any adjudicatory order,
writ, injunction or decree of any Governmental authority, and neither Company nor any of its
Subsidiaries is a party to any cease and desist order, supervisory agreement or arrangement,
consensual or otherwise, with any Governmental Authority.
The foregoing opinions are limited to the laws and regulations of the State of Idaho
(excluding the principles of conflicts of laws); and we have not considered and expressed no
opinion o-Q the laws or regulations of any other jurisdiction. This opinion is rendered only with
respect to the laws and the rules, regulations and orders (excluding the principles of conflicts
of laws) of the State of Idaho that are in effect as of the date hereof. We assume no
responsibility for updating this opinion to take into account any event, action, interpretation or
change of law occurring SUbsequent to the date hereof that may affect the validity of any of the
opinions expressed herein.
The enforceability opinion expressed in opinion
following additional qualifications:

'2

of this letter is subject to the

(i)
The tenns of any commission agreement, lockbox agreement or other
account agreement which may affect the Commission Collateral, the rights of the parties
(other than Company or any of its Subsidiaries) to any such agreement, and any claim
or defense of such parties against the Company or any of its Subsidiaries rising under or
outside any such agreement.

(ii)
The qualification that certain rights, remedies and waivers contained in the
Transaction Documents may be rendered ineffective, or be limited, by applicable Idaho
laws or judiCial decisions governing such rights, remedies and waivers; but the inclusion
of such rights, remedies and waivers does not affect the validity or enforceability of other
provisions of the Transaction Documents and, in the event the Company or any of its
Subsidiaries does not comply with the material terms of the Transaction Documents, Mr.
Taylor may exercise remedies that woUld normally be available under Idaho law to a
secured party provided Idaho law applies and Mr. Taylor proceeds in accordance with
such law.
(iii)
We express no opinion with respect to the perfection or the relative
priority of the security interests granted to Mr. Taylor in the Commission Collateral.

Zf..,f7
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This opinion is furnished by us solely for your benefit for use in connection with the
Transaction Documents and the tmnsactions contemplated thereby; and it may not be furnished
or quoted to, or relied upon, by any other person.
Very tmly yours,

sf
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SCHEDULE m TO STOCK PURCHASE AGREETVIENT
This Schedule sets forth the exceptions to representations and wamnties made by the
Company to the Shareholder in Article ill of the Stock Redemption Agreement dated July 22.
1995 ("Agreement") between AIA Services Corporation ("Company") and Reed J. Taylor
(It Shareholder").
1..

EXCEPTIONS APPLYlNG TO THE COMPANY GENERALLY.

A.
Sectiona3.3 and 3.11. The Company's representation that the execution, delivery
and performance of the Agreement and the consummation of the transactions contemplated
thereby will not result in a violation Or default under any material agreement or other instrument
by which.,the Company or any Subsidiary is bound and the Company's representation that it is
not in violation of any such agreement or instrument are qualified as follows:
The Company is currently in technical default of certain financial covenants contained
in the First Interstate Loan agreement. Those covenant defaults are described in the attached

letter to First Interstate Bank from Rick L Johnson, the Company Vice President, Finance.
Absent the Bank's written consent, completion of transactions contemplated in the Agreement
may cause additional technical defaults of negative fmancial co~enants contained in the Bank
loan agreement.
The Company has thoroughly disclosed to the Bank all details regarding the proposed
transactions. In view of the current defaults, the Company has not asked for nor has the Bank
volunteered written consent.
As the Company is current in all payments due to Bank, the Company does not anticipate
adverse action by the Bank prior to the scheduled loan payoff date of July 20, 1996.
B.
Sections 3,2 and 3,;2.. The Company's representations concerning consents in
Sections 3.2 and 3.3 are qualified as follows:
1.
The Company has been made aware that the Texas Department of
Insurance bas taken the position that the distribution of AlA Insurance, Inc. requires prior
departmental approval due to the status the Company's Subsidiary, The Universe Life Insurance
Company ("DUC"), as "commercially domiciled" in Texas. The Company, while disputing the
necessity of such approval, has none the less filed the necessary forms to obtain such approval.
The Texas Insurance Department has not yet given its approval for distribution of AlA
Insurance, Inc.

The California Department of Insurance requires the submission of a prior
approval form for the Centennial reinsurance treaty. Since the transaction does not affect any
California insureds, and DUe is not being dissolved or merged t approval is expected in due
course. Approval from California has not yet been obtained.
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2.
As described above in connection with Section 3.3., certain transactions
contemplated by the Agreement would violate provisions of the First Interstate Bank Loan
Agreement and related documents.

C.

Section 3&.., The Company's financial representations contained in Section 3.6

are supplemented by the following attached financial statements related to the quarter ended June

30, 1995:
AIA Services Consolidated Balance Sheets at June 30, 1995.
AlA Services Consolidated Statement of Income For Six Months Ending June 30, 1995.
The Universe Life Preliminary Results of Operations (Statutory Basis) For Three and Six
Months Ending lune 30, 1995.

Great Fidelity Preliminary Results of Operations (Statutory Basis) For Three and
Six Months Ending June 30, 1995.
AlA Services Consolidated Preliminary Results of Operations For Six Months Ending
June 30, 1995.

II.

EXCEPTIONS APPLYING SOLELY TO lJNlVERSE LIFE.

Sections 3.1, 3.9 and3 .11. The Company's representations concerning Universe Life's
good standing and qualification to transact business in various states and its compliance with
state insurance laws are qualified by the following description of regulatory proceedings in the .
various states in which the insurance company transacts business.
~. On March 22, 1994, the State of Te:x:as.issued Cease and Desist Order No. 940282 against Universe Life and its subsidiary, AIA Insurance, Inc. The Order was based on
preliminary examination findings reported to the Texas Department of Insurance ("me) by the

examiners. The Order alleged that Universe Life and its affiliate engaged in unfair methods of
competition and deceptive practice of insurance and that Universe Life was in hazardous
financial condition. Following discussions with the company and receipt of. additional
documentation, TDI issued a Consent Order dated May 17, 1994 which superseded the Cease
and Desist Order in its entirety. The Consent Order abandoned allegations of unfair competition
and deceptive practices and focused on TDI's concerns with the proper reserving for the
Supplemental Benefit Accumulation ("SBA") feature of Universe Life's GUll product and the
valuation of Universe Life's investment in its subsidiary, AlA Insurance, Inc.
To address its concern with conflicting actuarial opinions on the proper reserves for the
SBA, the May 17, ·1994 Consent Order directed Universe life to select an independent actuary
to review Universe Life's SBA reserving methods and factors. Universe Life and the
Department agreed that this actuarial review would be performed by Donna R. Claire, F.S.A.,
of Claire Thinking, an independent consulting actuary. Ms. Claire performed an asset adequacy
analysis of Universe tife's reported December 31, 1993 SBA reselYes~ including a thorough
review of GUH product features, actuarial assumptions, actual experience and historical trends.
Ms. Claire's analysis is contained in her Asset Adequacy Report dated June 12, 1994.
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In her Report, Ms. Claire observed that Universe Lifets GUH product, with itS SBA
feature, is an innovative product and that t "[a]s such, there is no current reserve standard for
the SBA in state law that specifically fits this benefit". Ms. Claire concluded that (i) Universe
Life's independent consulting actuaries, Milliman and Robertson, had developed "a methodology
which follows the basic standards of establishing reserves that reflect the underlying risks of the
product"; (ii) "[t]he reserve methodology used by [Universe Lifeis actuaries] does appear to be
reasonable n; and (ill) II given the experience that was developed through 1993. the reserves
reported in the [1993] Annual Statement were adequate". Based on sensitivity tests which
showed that the reported reserves may be inadequate if adverse trends occur, however, Ms.
Claire recommended that the reserves be increased on the basis of "somewhat stronger" reserve
assumptions. Applying the same gross premium valuation methodology used by Universe Life
to develop its reported reserves, Ms. Claire developed new reserving factors reflecting her more
conservative assumptions. Universe Life agreed with TDI that the SBA reserves for the Texas
certificateholders under GUll policy would be determined prospectively in accordance with the
factors developed by Donna Claire, with any increase in reserves being applied mtably beginning
July 1t 1995 and with the final entry being made December 31, 1996.

With respect to the valuation of AIA Insurance! Inc., TDI acknowledged that Universe
Life's accounting for the value of AlA Insurance was pernllssible under Texas law; but, in light
of a Texas statute allowing the Commissioner to aScribe any other valuation he believes more
appropriate (after hearing) and the impending statutory change in the Idaho Insurance Code
effective July 1, 1995 (see below), the May 17, 1994 Consent Order directed that Universe
Life's investment in AIA Insurance, Inc. be reduced, ratably over a three-year period beginning
December 31, 1994, to the lesser of net worth as determined in accordance with generally
accepted accounting prinCiples or the valuation amount reflected in the final report of this
examination.
During the period of discussions between Uniyerse Life and TDI, the Texas Insurance
Commissioner approved Universe Life!s new GUH ill product and the transfer of Universe
Life's group health and life insurance business in Texas by reinsuring, on an assumption basis,
all of such business with The Centennial Life Insurance Company. See "Market Conduct
Activities - Policy Form Filings and Approvals" and "Subsequent Events-Sale of Group
Universal Health Business" above.
On.October 13, 1994, TOI issued a further Consent Order which superseded the May
17, 1994 Consent Order in its entirety. The October Order recited Universe Life's agreement
concerning the implementation of the Claire factors for reserving for the SBA and ordered that
Universe Life reduce the reported value of its subsidiary, AlA Insurance, Inc., to the lesser or
net worth (as detennined in accordance with generally accepted accounting principles) or the
valuation amount reflected in the final report of this examination, provided that the adjustment
in the AIA Insurance carrying value would be made ratably over a three-year period beginning
December 31, 1994.
hlahQ. Based on the financial concerns raised by the preliminary examination results and
the issuanCe of the Texas Cease and Desist Order, the Idaho Department of Insurance
("Department") initiated an inquiry resulting in a Voluntary Agreement Concerning Supervisor,
dated April 26, 1994 between Universe We and the Department. Under the Agreement,
Universe Ufe has provided financial and other infonnation to the Department on a regular basis
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to enable the Department to infonnally monitor Universe Life's financial condition and

operations to assure that policyholders' interests were protected during the period required to
resolve the financial and other examination issues. During the period of discussions, the
Department bas approved Universe Life's new GUR ill product, the transfer of Universe Life~s
individual ;hea1th insurance business to States General Life Insurance Company and the transfer
of its group health and life insurance business to The Centennialllie Insurance Company.
By!agreement dated December 23, 1994, the Idaho Department approved Donna Claire t s
gross premium valuation method and Ms. Claire's reserving factors for calculating SBA reserves
in accordance with her Asset Adequacy Report dated June 12, 1994. The Department agreed
that Universe Ufe would not be required to restate its 1992 or 1993 Annual Statements and that
implementation of the Donna Claire reserve adjustment will be made prospectively, in
;:tccordance with mrs October 13, 1994 Consent Order, on a quarterly basis beginning with the
third quarter of 1995 and ending December 31, 1996. The following table shows the effect of
the Donna· Claire adjustments to Universe Ufe's reported aggregate reserve for accident and
health policies and to its capital and surplus at December 31, 1992, 1993 and 1994:

Capital & SUrPluB reported by UniverSe Life:

Aggregate re~rve for A & II policies
As reported
As dalCulllted by Claire factor
C1rure factor adjustment

1m

1m

1m

$ 5.418,748

$ 5,140.830

$ 4,182,781

10,376,371
7,843,186
2,533,184

14,040.419

9,193,850
9,579,581
(
385,731}

14,801,661
(

761~242l

!

Capital & surplus after Clairco factor adjustment;

$ 7,951,932

~ 4.379.5~8

~

3,797,050

In the December 23, 1994 agreement, the Idaho Insurance Department acknowledged
that, until july 1, 1995, the Idaho Insurance Code pennits Universe we to continue to report
its investm~nt in AJA Insurance, Inc. at historical cost (subject to a 15 % of assets limitation) on
its 1992, 1993, and 1994 Annual Statements. Although pennitted by Idaho statute, this valuation
of AlA I~rance, Inc. deviates from the NATC standards for investment in subsidiaries as set
forth in th~ NAIC Accounting Practices and Procedures Manual for Life and Accident and
Health InsUrance Companies. See "Valuation of AlA: Insurance, Inc. II above under the caption
ItCommentS on 1992 Financial Statements; Common Stock". On July 1, 1995, Universe Life
will be required to reduce the value of its investment in AIA Insurance, Inc., for statutory
accountingipurposes, to the net book value of AIA Insurance, Inc (which was $2,424,097 at
December 31) 1992).
Other States. The following regulatory proceedings in other jurisdictions were
precipitated by the issuance of the Texas Cease and Desist Order and/or the preliminary
examination findings contained therein:

A Notice of Hearing and Order to Show Cause with Suspension Instanter was issued by
the Oklahoma Insurance Commissioner on April 6, 1994 based on the Texas Cease and Desist
Order. On: May 26, 1994, by letter agreement based on the May 17, 1994 TDI Consent Order
and Universe Life's Apri126, 1994 Voluntary Agreement with the Idaho Insurance Department,
the Oklahoma Department agreed to suspend and tenninate the prior Notice and Order to Show

2(//2-

~ 4/1U ~UU~

13: 51 FA..~ 1 206 587 2308

CAIRNCROSS

141010

Cause and Ito allow Universe Life to continue to solicit business from its existing policyholder
associations.

An ioroer of Suspension based on the Texas Cease and Desist Order was issued by the
illinois DePartment of Insurance on April 26) 1994. The Suspension Order was lifted by
Stipulationiand Consent Order dated July 27, 1994, pursuant to which Universe Life agreed to
notify the IDinois Department before transacting new business in the state during the next three
years.
A notice to show cause regarding suspension from doing business in the S1a.te of
Mississippi! was issued by the Mississippi Insurance Department on May 6, 1994, based on the
Texas Cease and Desist Order. Suspension of Universe Life's certificate of authority was
i~tially stayed by the Department; however, on September 8, 1994, a Suspension Order was
entered based upon the appearance that Universe Life was then in an unsound condition.
Tl1e' Alaska Insurance Department issued an Order suspending Universe Life's certificate
of authority on May 19, 1994, based on the Texas Cease and Desist Order. Universe Life
entered into an Agreement to Suspend New Sales on July 27, 1994; and the Alaska Insurance
Department withdrew the suspension order. Universe Life had not been writing new business
in Alaska, so the Agreement to Suspend New Sales has had nO financial effect on Universe
Life's operations.
TheiMissouri Insurance Department issued. a Notice of Institution of Case and Statement·
of Charges dated June 2) 1994 t based upon the Texas Cease and Desist Order. A hearing in the
matter has been continued indefinitely, to be re.-set upon further notice to Universe Life.
In June 1994, the. California Insurance Department initiated an informal inquiry based
on the Texas Cease and Desist Order. Universe Life entered into a confidential voluntary
agreement to cease writing new business in California. Universe Ufe had not been writing new
business in· California; so the confidential agreement has had no financial effect on Universe
Life's operations,
On June 6, 1994, a Suspension Order was issued by the Wyoming Department of
Insurance without prior notice or hearing; based on the Illinois Suspension Order. Based upon
subsequent withdrawal of the Illinois and Texas orders, Wyoming lifted the Order of Suspension
and entered a Stipulation and Consent Order dated July 28, 1994) pursuant to which Universe
Life was permitted to continue soliciting its existing policyholder association but agreed not to
solicit other. business in Wyoming without the Department's consent.
Universe Life voluntarily agreed to suspend new business in Oregon pending resolution
of the Oregon Insurance Department's concerns under a unique Oregon statute regarding
valuation of Universe Life's investment in AJA Insurance, Inc. A Consent Order was issued
June 30) 1994. A Suspension Order was issued August 23, upon expiration of the Consent
Order. Un~verse Life requested a hearing; and an Amended Suspension Order prohibiting new
sales was entered November 2, 1994.
A Notice of Summary Suspension was issued by the Iowa Division of Insurance on
August 15. 1994, based on failure of Universe life to file its annual audited financial report by
S~WTl@@REEDJ.
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June 1, 1994. (The auditor's report on Universe Life's 1993 financial statements was delayed
pending Idaho's determination of financial issues raised by the examination. A draft of the
audited :firumcial statements had previously been provided to Iowa Division of Insurance.) The
Order of Suspension was rescinded and the administrative proceeding dismissed on September
6, 1994. On January 6, 1995, the Division issued a Notice of Hearing to detennine whether
Universe Life's surplus met statutory minimums. Outside counsel informed Universe Life on
Apri110, 1995 that Iowa is dropping the action.
Universe Life entered into an Agreement with the Washington Insurance Department dated
August 18, 1994, in which Universe Life voluntarily agreed not to write any new business in
the State without prior approval of the Commissioner; pending submission of information
establishing that Universe Life's financial condition is not detrimental to Washington
policyholders.

On September 9, 1994) the Utah Insurance Department issued a Notice of lnformal
Adjudicative Proceeding summarily suspending Universe Life's Certificate of Authority for
failure to maintain minimum capital and surplus as calculated under unique Utah statutes.
Universe Life's hearing request was withdmwn after the Department's Chief Examiner advised
that the suspension order could be lifted upon informal presentation by Universe Life's
management after. year-end demonstrating compliance with minimum capital and surplus
requirements.
The Nebraska Department contacted Universe Life on October 14, 1994, concerning
Universe Life's financial condition. Universe Life signed a Consent Order to suspend new sales
on October 28 t 1994.

.NEW RESTATED BYLAWS

OF
AlA SERVICES CORPORATION

(an Idaho corporation)
ARTICLE I

OUICEs
Section 1.1
Registered Office.
The registered office of the
corporation required by the Idaho Business Corporation Act to be
maintained in the State of Idaho may, but need not be, identical with the
principal office in the State of Idaho; and the address of the registered
office may be changed from time to time by the Board of Directors or the
President of the corporation. (Idaho Code Sections 3D-I-12(a) and 30-113. )
Section 1.2 Principal Office; Other Offices. The corporation shall
also have and maintain an office or principal place of business in
Lewiston, Idaho or at such other place as may be fixed by the Board of
Directors, and may also have offices at such other places. both within and
without the State of Idaho. as the Board of Directors may from time to
time determine or the business of the corporation may require.
ARTICLE II
CORPOMTE S.E.AL

Section 2.1 Corporate Seal. The corporate seal shall consist of
a die bearing the name of the corporation and the inscription. "Corporate
Seal -- State of Idaho".
The seal may ·be us.ed by causing it or a
facsimile there:of to be impressed or affixed or in any other manner
reproduced.
The seal may be altered at the pleasure of the Board of
Directors. (Idaho Code Section 30-1-4(c».
ARTICLE III
STOCKHOLDERS I MEETINGS

Section 3.1
Place of Heetings.
The Board of Directors may
designate any place. either within or without the State of Idaho. as the
place of meeting for any annual meeting or for any special meeting of
stockholders called by the Board of Directors. A waiver of notice signed
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may be voted by him, either in person or by proxy, without a transfer of
such shares into his name. Shares standing in the name of a trustee may
be voted by him. either in person or by proxy; but no trustee shall be
entitled to vote shares held by him without a transfer of such shares into
his name. (Idaho Code Section 30-1-33(f).
Shares standing in the name of a receiver may be voted by such
receiver; and shares held by or under the control of a receiver may be
voted by such receiver without the transfer thereof into his name if
authority so to do be contained in an appropriate order of the court by
which such receiver was appointed. (Idaho Code Section 30-l-33(g)).

A stockholder whose shares are pledged shall be entitled to vote
such shares until the shares have been transferred into the name of the
pledgee; and thereafter the pledgee shall be entitled to vote the shares
so transferred unless the pledgor shall have obtained from the pledgee a
proxy to vote or take other action 'thereon in accordance with law. (Idaho
Code Section 30-1-33(c)(3),(h)).
Neither treasury shares of its own stock held by the corporation,
nor shares held by another corporation if a mahority of the shares
,entitled to vote for the elections of directors of such other corporation
is held by the corporation, shall be voted at any meeting or counted in
determining the total number of outstanding shares at any given time.
(Idaho Code Section 30-1-3g{b)).
Section 3.10 Joint Owner~ of Stock. If shares or other securities
having voting power stand of record in the 'names of two (2) or more
persons, whether fiduciaries, members of a partnership, joint tenants,
tenants in common, tenants by the entirety, or otherwise, or if two (2)
or more persons have the same fiduciary relationship respecting the same
shares, unless the Secretary is given written notice to the contrary and
is furnished with a copy of the instrument or order appointing them or
creating the relationship wherein it is so provided, their acts with
respect to voting shall have the following effect: (a) if only one votes,
his act binds all; (b) if more than one votes, the act of the majority so
voting binds all; (c) if more than one votes, but the vote is evenly split
on any particular matter, each faction may vote the securities in question
proportionally. If the instrument filed with the secretary shows that any
such tenancy is held in unequal interests, a majority or even-split for
the purpose of this Section 3.10 shall be a majority or even-split
interest.
The Eoard of Directors may adopt by resolution a procedure whereby
a stockholder of the corporation may certify in writing to the corporation
that all or a portion of the shares registered in the name of such
stockholder are held for the account of a specified person or persons.
The resolution shall set forth (a) the classification of stockholder who
may certify, (b) the purpose or purposes for which the certification may
be made. (c) the form of certification and information to be contained
therein. Cd) the number of days before or after any record date or date
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RODERICK C. BOND (Pro Hac Vice)
NED A. CANNON, ISBA #2331
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
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MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, W A 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Plaintiff,
v.

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR and CONNIE
TA YLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

Case No.: CV-07-00208
PLAINTIFF REED TAYLOR'S
MOTION TO DISSOLVE
PRELIMINARY INJUNCTION AND
MOTION FOR AN ORDER
REQUIRING THE DEFENDANTS TO
RELINQUISH POSSESSION OF AlA
INSURANCE TO REED TAYLOR

Defendants.
PLAINTIFF'S MOTION TO DISSOLVE
PRELIMINARY INJUNCTION AND MOTION
FOR AN ORDER TO RELINQUISH
POSSESSION OF AlA INSURANCE TO REED - 1

2,lt'17

ORIGINAL

Plaintiff Reed J. Taylor ("Reed") moves the Court to dissolve the Preliminary Injunction
previously entered against him and also moves the Court for an order requiring the defendants to
relinquish possession of AlA Insurance to Reed:

I. FACTUAL BACKGROUND
The Amended Stock Pledge Agreement granted Reed an irrevocable proxy and an
irrevocable power of attorney to vote, sell and/or transfer the shares of AlA Insurance. See
Hearing, Ex. C, p. 7, § 6; p. 11, § 11.2. Upon the occurrence and failure to cure a default of the
$6M Note, the authority to vote the shares of AlA Insurance rests exclusively with Reed (and
AlA Services right to vote the shares ceases). Id. at p. 7, § 6 and p. 8, § 7(a). AIA Services
defaulted on its obligations to Reed when, among other things, it failed to pay the $6M Note. On
February 22, 2007, Reed exercised his contractual right and voted the shares of AlA Insurance
that were pledged to him as collateral. See Hearing, Ex. K.
On March 8, 2007, the Court granted the Defendants' Motion for Preliminary Injunction
against Reed in order to provide AlA Services with time to prove it was not in default (which
prevented Reed from operating AlA Insurance or contacting it employees). See Opinion and
Order on Defendants' Motion for Preliminary Injunction, p. 7. On May 31, 2007, the Court
denied Reed Taylor's Motion for Reconsideration, but increased the amount of the required bond
for the preliminary injunction issued against Reed Taylor to $200,000. See Opinion and Order
on Plaintiffs Motions for Reconsideration, Preliminary Injunction and Temporary Restraining
Order, p. 13.

III
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On November 25, 2007, Reed Taylor's moved the Court for Partial Summary Judgment
of AlA Services' default of the Promissory Note and default under the Amended Stock Pledge
Agreement. See Reed Taylor's Motion for Partial Summary Judgment. On February 8, 2008,
the Court granted Reed Taylor's Motion for Partial Summary Judgment. See Opinion and Order
on Plaintiffs Motion for Partial Summary Judgment.
On May 8, 2008, the Court entered its Opinion and Order denying AlA Services and AlA
Insurance's Motion for Reconsideration and granting their request for Interlocutory Appeal. See
Opinion and Order Denying Defendants' Motion for Reconsideration. On June 12, 2008, the
Idaho Supreme Court denied AlA Services and AlA Insurance's Motion for Permissive Appeal
of the Court's Orders granting partial summary judgment and denying reconsideration.
Over the time Reed has been enjoined, the defendants have permanently impaired the
value of AlA Insurance by: (1) improperly pledging AlA Services only significant asset, the
$1 M Mortgage received in a recent settlement, to Crop USA; (2) improperly transferring AlA
Insurance's long-time employees to Crop USA; (3) failing to properly allocate expenses between
AlA Insurance and Crop USA; (4) improperly paying interested directors $20,000 per year in
monetary compensation; (5) improperly paying the attorneys fees for the individual defendants
without providing full disclosure and receiving the vote of disinterested shareholders; (6) failing
to properly operate AIA Insurance; and (6) failing to take legal action against the individual
defendants and Crop USA for the millions of dollars improperly and/or fraudulently transferred
to Crop USA. In sum, the defendants have taken advantage of the preliminary injunction that it
obtained from the Court to enjoin Reed from exercising his contractual rights.

PLAINTIFF'S MOTION TO DISSOLVE
PRELIMINARY INJUNCTION AND MOTION
FOR AN ORDER TO RELINQUISH
POSSESSION OF AlA INSURANCE TO REED - 3

II. LEGAL AUTHORITY AND ARGUMENT

A.

The Court Should Dissolve the Preliminary Injunction Against Reed.

Reed requests that the preliminary injunction against him be dissolved. I.R.C.P. 65. The
Court granted Reed Taylor's Motion for Partial Summary Judgment on the defaults.
Thus, the preliminary injunction against Reed should be dissolved, the $200,000 bond
held until further motion, and Reed should be entitled to pursue his contractual rights.
B.

The Court Should Order the Defendants to Turnover Possession of AlA
Insurance to Reed.

After any event of default, a secured party may " ... require the debtor to assemble the
collateral and make it available to the secured party ... " I.C. § 28-9-609(c).
AlA Services agreed to provide Reed with AlA Insurance as collateral for the punctual
payment of the $6M Note. See Hearing, Ex. C, p. 2, § 2. Upon a default, AlA Services
expressly granted Reed the contractual right to vote all of the shares of AlA Insurance. See
Hearing, Ex. C, p. 7, § 6. Reed's irrevocable right to vote the shares is unmistakably clear:
... Upon the occurrence and continuation of a Default, [AlA Services'] right to exercise
such voting rights shall immediately cease and terminate and all voting rights with
respect to [AlA Insurance] shall rest solely and exclusively in [Reed]. The foregoing
sentence shall constitute and grant to [Reed] an irrevocable proxy coupled with an
interest to vote the [shares of AlA Insurance] upon the occurrence and continuation of
such a Default ...
See Hearing, Ex. C. p. 7, § 6 (emphasis added).

In order to provide Reed with all rights necessary to vote the shares and take over AlA
Insurance, AlA Services also expressly agreed to:
III
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... sign such additional documents relating to [AlA Insurance] as [Reed] may reasonably
request in order to provide [Reed] with the full benefit of this Agreement. [AlA
Services] hereby grants to [Reed] a power of attorney to execute any such documents as
[AlA Services'] attorney-in-fact. Such power of attorney is coupled with an interest and
shall be irrevocable until the [$6M Note has] been fully and finally paid.
See Hearing Ex. C. p. 11, § 11.2 (emphasis added).

In accordance with the contractual rights expressly granted to him, Reed exercised his
right to vote all of the shares of AlA Insurance on February 22, 2007. See Hearing, Ex. K. In
addition to the right to vote the shares, AIA Services granted Reed the right to sell AlA
Insurance upon a default. See Hearing, Ex. C, p. 9, § 9.2; see also Hearing Ex. D.
The Court has found that AlA Services is in default of the $6M Note and Amended Stock
Pledge Agreement for its failure to pay Reed as required. Therefore, the defendants should be
ordered to assemble AlA Insurance and immediately turn it over to Reed.

Because AlA

Insurance is pledged to Reed as collateral, he is entitled to take immediate possession of it.

C.

In the Alternative, Reed Requests that Possession of AlA Insurance Be Turned
Over to Him Pursuant to a Preliminary Injunction.

If for some reason the Court is not inclined to ord6r the defendants to turn over AlA
Insurance to Reed under the above legal authority, then Reed requests the Court order it turned
over through a preliminary injunction under I.R.C.P. 65(1 )-(4), without bond, under the authority
and arguments set forth in his previous Motion for Preliminary Injunction, Motion for
Reconsideration, together with all other applicable affidavits, pleadings, and orders filed in this
matter, all of which incorporated by reference into this Motion.

III
III
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D.

Reed Should Be Awarded His Attorneys' Fees and Costs Incurred for Being
Wrongfully Enjoined.

The Court has provided AlA Services with every opportunity to show that it was not in
default of the $6M Note and Amended Stock Pledge Agreement, but AIA Services bas failed to
rebut the substantial evidence unequivocally demonstrating that it was in default. As such, the
Court granted Reed's Motion for Partial Summary Judgment. Thus, the Court should award
Reed bis attorneys' fees, costs, and damages incurred for being wrongfully enjoined, and order
the $200,000 bond be held pending Reed's formal motion against the bond and others to recover
such attorneys' fees, costs and damages.

m.

CONCLUSION

The Preliminary Injunction against Reed Taylor should be dissolved, a finding made that
Reed is entitled to recover his attorneys' fees, costs and damages incurred from being wrongfully
enjoined, and the $200,000 bond should be .held by the Court as security until such time

as Reed

makes amotion to recover fees, costs, and damages pursuant to LR.C.P. 65.
Most importantly, the Court should enter an order requiring the defendants to
immediately tum over possession of AIA Insurance to Reed.
DATED: This 26 111 day of June, 2008.
SMITH, CANNON & BOND PLLC
CAMPBELL, BISSELL & KIRBY PLL
r

~
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Roderick C. Bond
Ned A. Cannon
Michael S. Bissell
Attorneys for Plaintiff Reed J. Taylor
PLAINTIFF'S MOTION TO DISSOLVB
PRELIMINARY INJUNCTION AND MOTION
FOR AN ORDER TO RELINQUISH
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David A. Gittins
Law Offices of David A. Gittins
Attorneys for Defendants
843 Seventh Street
P.O. Box 191
Clarkston, WA 99403
Telephone: (509) 758-2501
ISB #6514

IN THE DISTRICT COURT OF THE S
ND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

REED 1. TA YLOR, a single person,

)
)
Plaintiff,
)
)
vs.
)
)
AlA SERVICES CORPORATION, an
)
Idaho corporation; AlA INSURANCE, INC.,)
an Idaho corporation; R. JOHN TAYLOR
)
and CONNIE T AYLOR,individually and
)
the community property comprised thereof; )
BRYAN FREEMAN, a single person;
)
JOLEE DUCLOS, a single person;
)
CROP USA INSURANCE AGENCY, INC., )
an Idaho corporation; and JAMES BECK
)
and CORRINE BECK, individually and
)
the community property comprised thereof, )
)
Defendants.
)

Case No. CV-07-00208

DEFENDANTS BRYAN FREEMAN
AND JOLEE DUCLOS' DISCLOSURE
OF EXPERT WITNESSES

-------------------------)

)
AIA SERVICES CORPORATION, an Idaho)
corporation; and AlA INSURANCE, INC., )
an Idaho corporation,
)
)
Counter-Claimants,
)
)
vs.
)

DEFENDANTS BRYAN FREEMAN
AND JOLEE DUCLOS' DISCLOSURE
OF EXPERT WITNESSES
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)
)
)
)

REED 1. TAYLOR, a single person,
Counter-Defendant.

---------------------------)
Defendants Bryan Freeman and 10Lee Duclos ("Defendants Freeman and Duclos") in
accordance with the Order Setting Case for Trial and Pre-Trial Conference entered in this matter on
January 31, 2008, disclose the following expert witness with factual and/or expert knowledge relevant
to the case whom they reserve the right to call as a witness at the trial of this matter:

1.

Melanie T. Eggleston, MD
Valley Medical Center
2315 8th Street
Lewiston, Idaho 83501
(208) 746-1383

The above described witness will testifY as to the medical and psychological damages arising
from Plaintiffs conduct, which is the subject matter of Defendant Duclos' counterclaim.
As significant discovery requests have not been complied with by the Plaintiff, these
Defendants reserve the right to identifY other expert witnesses to testifY regarding defenses that have
not been discovered or disclosed. Defendants Freeman and Duclos further reserve the right to call
all other experts designated by the Defendants in this case in their case and chief.
DATED this /..1) day of June, 2008.
LAW OFFICES OF DAVID A. GITTINS

Qa~

DAVID A. dITTINS, WSBA #7796
Attorney for Defendants Freeman & Duclos

DEFENDANTS BRYAN FREEMAN
AND 10LEE DUCLOS' DISCLOSURE
OF EXPERT WITNESSES
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RODERICK C. BOND (Pro Hac Vice)
NED A. CANNON, ISBA #2331
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
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MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, WA 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED 1. TAYLOR, a single person,
Plaintiff,
v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR and CONNIE
TA YLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

Case No.: CV-07-00208
AMENDED NOTICE OF HEARINGS
ON PLAINTIFF REED TAYLOR'S
MOTION TO DISSOLVE
PRELIMINARY INJUNCTION AND
MOTION FOR AN ORDER
REQUIRING THE DEFENDANTS TO
RELINQUISH POSSESSION OF AlA
INSURANCE TO REED TAYLOR

Defendants.

AMENDED NOTICE OF HEARINGS - 1

ORIGINAL Z7oS;

Plaintiff Reed Taylor has scheduled hearings, with oral argument, for his Motion to
Dissolve Preliminary Injunction and Motion for an Order Requiring the Defendants to
Relinquish Possession of AIA Insurance to Reed to be heard in a shortened time at 10 a.m. on
Thursday, July 10, 2008, at the Nez Perce County Courthouse, 1230 Main Street, Lewiston, ID
83501. The hearings are scheduled to be heard in person.
If the Court denies Reed Taylor's Motion to Shorten Time, then the hearing on the abovereferenced motions shall be heard at 10 a.m. on July 17,2008, at the address indicated above.
DATED: This 30th day of June, 2008.
SMITH, CANNON & BOND PLLC

::~c
.........Roderick C. Bond
Ned A. Cannon
Michael S. Bissell
Attorneys for Plaintiff Reed J. Taylor

-

AMENDED NOTICE OF HEARINGS - 2
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Via:
Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
Attorneys for AlA Services, AlA Insurance, and
Crop USA Insurance Agency
James 1. Gatziolis
Charles E. Harper
Quarles & Brady LLP
Citigroup Center, 500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Attorneys for Crop USA Insurance Agency

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Signed this 30th day of June, 2008, at Lewiston, Idaho.

AMENDED NOTICE OF HEARINGS - 4
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CERTIFICATE OF SERVICE
I, Roderick C. Bond, declare that, on the date indicated below, I served a true and correct
copy of the (1) Amended Notice of Hearings on Reed Taylor's Motion to Dissolve Preliminary
Injunction Against Reed Taylor and Motion for an Order Requiring the Defendants to Relinquish
Possession of AlA Insurance to Reed, Motion to Shorten Time, Affidavit in Support of Motion
to Shorten Time, and Proposed Order Shortening Time on the following parties via the method
indicated below:

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, WA 99403
Attorney for Defendants JoLee Duclos and
Bryan Freeman

Via:

( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
Via:

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston, ID 83501
Attorney for R. John Taylor

( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
Via:

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
Attorney for Connie Taylor, James Beck and
Corrine Beck

( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
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Michael E. McNichols
CLEMENTS, BRO\VN & McNICHOLS, P.A.
Attorneys at Law
32 1 13 th Street
Post Office Box 1510
Lewiston, Idaho 83501
(208) 743-6538
(208) 746-0753 (Facsimile)
ISB No. 993
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Attorneys for Defendant R. John Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

REED J. TAYLOR, a single person;

)
)
Plaintiff,
)
)
vs.
)
)
AIA SERVICES CORPORATION, an Idaho)
corporation; AlA INSURANCE, INC., an
)
Idaho corporation; R. JOHN TAYLOR and )
CONNIE TAYLOR, individually and the
)
community property comprised thereof;
)
BRYAN FREEMAN, a single person; and
)
JOLEE DUCLOS, a single person;CROP USA)
INSURANCE AGENCY, INC., an Idaho
)
Corporation; and JAMES BECK and
)
CORRINE BECK, individually and the
)
community property comprised thereof;
)
)
Defendants.
)

Case No: CV 07-00208
DEFENDANT R. JOHN
TAYLOR'S DISCLOSURE
OF EXPERT WITNESSES

Defendant R. John Taylor submits the following disclosure of expeli
witnesses:

DEFENDANT R. JOHN TAYLOR'S
nTSrLOSlJRE OF EXPERT WITNESSES -1-

2-70'1

1.

Cade Konen
Hayden & Ross, P .A.
315 S. Almon
Moscow,ID 83843
(208) 882-5547

2.

Kent Petersen
President, Crop USA
Executive Hills Building 26
8500 West 11 oth Street, Suite 220
Overland Park, KS 66210
(913) 345-1515

3.

Craig Hoover
CFO, Crop USA
Executive Hills Building 26
8500 West 11 oth Street, Suite 220
Overland Park, KS 66210
(913) 345-1515

4.

Mike Jones
CFO, ARMtek Insurance Services, Inc.
7101 82 nd Street
Lubbock, TX 79424
(806) 473-0333

5.

Aimee Gordon
Accounting, Crop USA
III Main Street
Lewiston,ID 83501
(208) 799-9043

6.

JoLee K. Duclos
VP, Corporate Secretary
Crop USA Insurance
III Main Street
Lewiston,ID 83501
(208) 799-9043

7.

Mark Fisher
1217 Notre Dame Drive
Lemont, IL 60439
(800) 777-1126 #6609

8.

Bradley D. Swan, C.P.A.
Presnell, Gage & Co.
Certified Public Accountants
Post Office Box 555
Lewiston, ID 83501
(208) 746-8281

DEFENDANT R. JOHN TAYLOR'S
DISCLOSURE OF EXPERT WITNESSES -2-

l7ft)

9.

Peter Bowman, ASA
Cole & Bowman
1020 Elden Street, Ste. 203
Herndon, VA 20170
(703) 464-9094

10.

Robert S. Gartrell, CBA, ASA
Managing Director
Independent Appraisal
437 Century Park Drive, Ste. A
Yuba City, CA 95991-5766
(530) 673-4242

11.

Hal B. Shear,. President
Board Assets, Inc.
821 Chesapeake Avenue
Annapolis, MD 21403
(410) 972-9076

12.

Douglas M. Branson
810 Saint James Street
Pittsburgh, PA 15232
(412) 621-5336

13.

Ronald M. Klein, Ph.D.
Behavioral Medicine Service
P.O. Box 30598
601 W. Main Avenue, Ste. 10 11
Spokane, WA 99223-3009
(509) 838-1285

DATED this 30 t '1 day of June, 2008.
CLEMENTS, BROWN & McNICHOLS, P.A.

(i II. d Q.-A\\,A \

(JA

By:~~

~M~I~C=HA~E=L~E~.M~cNI~C=H=O~L=S-----------

DEFENDANT R. JOHN TAYLOR'S
DISCLOSURE OF EXPERT WITNESSES -3-
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CERTIFICATE OF SERVICE
I hereby certifY that on the 30 th day of June, 2008, I caused to be served a
true and correct copy of the foregoing by the method indicated below, and addressed to
the following:
Roderick C. Bond
Ned A. Cannon
Smith, Cannon & Bond, PLLC
Attorneys at Law
508 Eighth Street
Lewiston, ID 83501
Facsimile: 746-8421
rod@scblegal.com

[]
[]
[]
[]
[X]

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

David A. Gittins
Attorney at Law
P.O. Box 191
Clarkston, W A 99403
Facsimile: 758-3576
david@gittinslaw.com

[
[
[
[

]
]
]
]

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
Facsimile: 746-9160
Ihally@clarkandfeeney.com
Michael S. Bissell
Campbell, Bissell & Kirby, PLLC
7 South Howard Street, Suite 416
Spokane, WA 99201
Facsimile: (509) 455-7111
mbissell@cbklawyers.com

DEFENDANT R. JOHN TAYLOR'S
DISCLOSURE OF EXPERT WITNESSES

[X]
[
[
[
[

]
]
]
]

[X]
[
[
[
[

]
]
]
]

[X]

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail
U.S. Mail
Hand Delivered
Overnight Mail
Facsirl1ile
E-Mail
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Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley
877 Main Street, Ste. 1000
P.O. Box 1617
Boise, ID 83701-1617
Facsimile: (208) 342-3829
iash@hteh.com

[]
[]
[]
[]
[X]

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

James J. Gatziolis
Charles E. Harper
Quarles & Brady, LLP
500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Facsimile: (312) 715-5155
jjg@quarles.com

[]
[]
[]
[]
[X]

U.S. Mail
Hand Delivered
Overnight Mail
Facsimile
E-Mail

~~

Michael E. McNichols

DEFENDANT R. JOHN TAYLOR'S
DISCLOSURE OF EXPERT WITNESSES

7/1/2008 2:04

laWley Troxell
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FilED
2R dtL 1 PI' 1 15
Gary D. Babbitt, ISB No. 1486
D. John Ashby. ISB No. 7228
HAWLEY TROXELL ENNIS & HAWLEY LLP
877 Main Street, Suite 1000
P.O. Box 1G17
Boise, ID 83701-1617
Telephone: (208) 344-GOOO
Facsimile: (208) 342-3829
Email: gdb@hteh.com
jash@Jltch.com
Attorncys for AIA Services Corporation,
AIA Insurancc, Inc., and CropUSA
IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT
OF THE STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE

REED J. TAYLOR, asing1eperson.
Plaintiff,

)
)
)
)

)

~.

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN. a single person; JOLEE
DUCLOS. a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
Corporation; and JAMES BECK and
CORRINE BECK, individually and the
comraunity property comprised thereof,.
Defendants.
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)
)
)
)
)
)
)
)
)
)

Case No. CV-07-00208
DEFENDANTS' AIA SERVICES
CORPORATION, AlA INSURANCE,
INC. AND CROPUSA DISCLOSURE OF
EXPERT WITNESSES

)
)
)
)

AIA SERVICES CORPORATION, an Idaho )
corporation; and AlA INSURANCE, INC., an )
DEFENDANTS' AlA SERVICES CORPORATION, AlA INSURANCE, INC. AND
CROP USA DISCLOSURE OF EXPERT WITNESSES - 1
40005.0006.1235248.1

DEFENDANTS' AlA SERVICES CORPORATION, AlA INSURANCE, INC. AND
CROPUSA DISCLOSURE OF EXPERT WITNESSES

7/1/2008 2:04

Hawley Troxell

Idaho corporation.

Counterclaimants,
VS.

REED J. TAYLOR, a single person,
Counterdefendant.

J:JAUt.
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)
)
)
)
)

)
)

)
)
)

Defendants AlA Services Corporation, AlA Insurance, Inc. and CropUSA, by and

through their auorneys of record. Hawley Tmxcll Ennis & Hawley LLP, hereby disclose the
following expert witnesses:
1.

Cade Konen
Hayden & Ross, P.A.
315 S. Almon
Moscow, ID 83843
Telephone: (208) 882-5547

2.

Kent Petersen
President, CropUSA
Executive Hills Building 26
8500 West 110th Street. Suite 220
Overland Park, KS 66210
Telephone: (913) 345-1515

3.

Craig Hoover

CFO, CropUSA
Executive Hills Building 26
8500 West 110Lh Street. Suite 220
Overland Park, KS 66210
Telephone: (913) 345-1515

4.

Mike Jones
CFO, ARMtek Insurance Services, Inc.
7101 82nd Street
Lubbock, TX 79424
Telephone: (806) 473-0333

DEFENDANTS' AIA SERVICES CORPORATION, AIA INSURANCE, INC. AND
CROPUSA DISCLOSURE OF EXPERT WITNESSES - 2
40005.0000.1235248.1

DEFENDANTS' AlA SERVICES CORPORATION, AlA INSURANCE, INC. AND
CROPUSA DISCLOSURE OF EXPERT WITNESSES
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5.

Aimee Gordon
Accounting, CropUSA
III Main Street
Lewiston, ID 83501
Telephone: (208) 799-9043

6.

loLee K. Duclos
VP, COIporate Secretary
CropUSA Insurance
111 Main Street
Lewiston, ID 83501
Telephone; (208) 799-9043

7.

Mark Fisher
1217 Notre Drune Drive
Lemont. IL 60439
Telephone: (800) 777-1126, #6609

8.

Br<1dley D. Swan, C.P.A.
Presneli. Gage & Co.
Certified Public Accountants
P.O. Box 555
Lewiston. ID 83501
Telephone: (208) 746-8281

9.

Peter Bowman. ASA
Cole & Bowman
1020 Elden Street, Suite 203
Herndon. VA 20170
Telephone: (703) 464-9094

10.

Robert S. Gartrell. CBA. ASA
Managing Director
Independent Appraisal
437 Century Park Drive, Suite A
Yuba City, CA 95991-5766
Telephone: (530) 673-4242

11.

Hal B. Shear, President
Board Assets, Inc.
821 Chesapeake Avenue
Annapolis, MD 21403
Telephone: (410) 972-9076

4ff

DEFENDANTS' AIA SERVICES CORPORATION, AIA INSURANCE, INC. AND
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Hawley Troxell

12.
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FAX:

(208)342-3829

Douglas M. Bransoo
810 Saint James Street
Pittsburgh, P A 15232
Telephone: (412) 621-5336

DATEDTHIS

W

daYO~~08.
HAWLEY TROXELL ENNIS & HAWLEY LLP

/~;/~----~d.

£2. IS~

"-=-GaiyJ5. Baobitt;ISB No?1486
Attorneys for AIA Services Corporation,
AIA Insurance. Inc., and Crop US A

DEFENDANTS' AlA SERVICES CORPORATION, AlA INSURANCE, INC. AND
CROPUSA DISCLOSURE OF EXPERT WITNESSES - 4
40005. oooa. 123524<3. 1
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Hawley Troxell

7/1/2008 2:04
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FAX:

{208)342-3829

CERTIFICATE OF SERVICE

.

..-l

::::.1

I HEREBY CERTIFY that on this 2l day of
~. 2008, I caused to be served a
true copy of111e foregoing DEFENDANTS' AIA SERVICES CORPORATION, AIA
INSURANCE, INC. AND CROPUSA DISCLOSURE OF EXPERT WITNESSES by the
method indicated below, and addressed to each of the fonowing~
Roderick C. Bond
Ned A. Cannon
Smith, Cannon & Bond PLLC
508 Eighth Street
Lewiston, ill 83501
[Attorneys for Plaintiff]

_ _ U.S. Mail. Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Tclecopy
-tL-Email

Michael S. Bissell
Campbell, Bissell & K.irby, PLLC
416 Symons Building
7 South Howard Street
Spokane, WA 99201
[Attorneys lor Plaintiff]

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
Telecopy
=Z-Email

Duvid A. Gittins
Law Office of David A. Gillins
P.O. Box 191
Clarkston, W A 99403
[Attorney for Defendants Duclos and Freeman]

_ _ U.S. Mail, Postage Prepaid
_ _ Hand Delivered
_ _ Overnight Mail
---:-7"" Telecopy

Michael E. McNichols
Clements Brm,vn & McNichols
321 13th Street
Lewiston, ill 83501
[Attorneys for Defendant R. John Taylor]

_ _ U.S. Mail. Postage Prepaid
Hand Delivered
_ _ Overnight Mail
____Tclecopy

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
[Attorneys for DClendanls Connie Taylor. James Beck
and Corrine Beck]

_ _ U.S. lvlail, Pos1agc Prepaid
_ _ Halld Delivered
_ _ Overnight Mail
_ _ Tclccopy
"......-- Email

~Email

~Email

DEFENDANTS' AlA SERVICES CORPORATION, AlA INSURANCE, INC. AND
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Hawley Troxell

7/1/2008 2:04

James J. Gatziolis
Charles E. Hruper
QUARLES & BRADY LLP
500 West Madison Street, Suite 3700
Chicago, illinois 60661-2511
[Attorneys for Crop USA Insurance]
/

PAGE
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FAX:

(208)342-3829

_ _ U.S. Mail, Postage Prepaid
Hand Delivered
_ _ Overnight Mail
_ _ Telecopy
~Email
-----~

.--~Qj~
Gary D. Babbitt

DEFENDANTS' AIA SERVICES CORPORATION, AlA INSURANCE, INC. AND
CROPUSA DrSCLOSURE OF EXPERT WITNESSES - 6
40005.0000.1235:246.1

DEFENDANTS' AlA SERVICES CORPORATION, AlA INSURANCE, INC. AND
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RODERICK C. BOND (Pro Hac Vice)
NED A. CANNON, ISBA #2331
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421

:_

;

'.

r:,i~,,' '-'-:;-;"i~:'
'.

'V r

j

"

j j

~.

:'

I.

"

<.

-'

4 \.

~

,

[

,L i"'t

MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, W A 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED 1. TAYLOR, a single person,
Plaintiff,

Case No.: CV-07-00208

v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR and CONNIE
TA YLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

SECOND AMENDED NOTICE OF
HEARINGS ON PLAINTIFF REED
TAYLOR'S MOTION TO DISSOLVE
PRELIMINARY INJUNCTION AND
MOTION FOR AN ORDER
REQUIRING THE DEFENDANTS TO
RELINQUISH POSSESSION OF AlA
INSURANCE TO REED TAYLOR

Defendants.

SECOND AMENDED NOTICE OF HEARINGS - 1

272.0

Plaintiff Reed Taylor has scheduled hearings, with oral argument, for his Motion to
Dissolve Preliminary Injunction and Motion for an Order Requiring the Defendants to
Relinquish Possession of AlA Insurance to Reed to be heard in a shortened time at 10 a.m. on
Thursday, July 31, 2008, at the Nez Perce County Courthouse, 1230 Main Street, Lewiston, ID
83501. The hearings are scheduled to be heard in person.
DATED: This 10th day of July, 2008.
SMITH, CANNON & BOND PLLC
CAMPBELL, BISSELL & KIRBY PLLC

By:d

.
Rodenck C. Bond
Ned A. Cannon
Michael S. Bissell
Attorneys for Plaintiff Reed J. Taylor

/'

SECOND AMENDED NOTICE OF HEARINGS
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CERTIFICATE OF SERVICE
I, Roderick C. Bond, declare that, on the date indicated below, I served a true and correct
copy of Second Amended Notice of Hearings on Reed Taylor's Motion to Dissolve Preliminary
Injunction Against Reed Taylor and Motion for an Order Requiring the Defendants to Relinquish
Possession of AlA Insurance to Reed on the following parties via the method indicated below:

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, W A 99403
Attorney for Defendants JoLee Duclos and
Bryan Freeman

Via:

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)

Via:

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston,ID 83501
Attorney for R. John Taylor

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)

Via:

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
Attorney for Connie Taylor, James Beck and
Corrine Beck

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)

Via:

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
Attorneys for AlA Services, AlA Insurance, and
Crop USA Insurance Agency

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)

SECOND AMENDED NOTICE OF HEARINGS - 3
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James 1. Gatziolis
Charles E. Harper
Quarles & Brady LLP
Citigroup Center, 500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Attorneys for Crop USA Insurance Agency

Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

Signed this 10th day of July, 2008, at Lewiston, Idah

Roderic
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RODERICK C. BOND (Pro Hac Vice)
NED A. CANNON, ISBA No. 2331
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, WA 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STA TE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Plaintiff,
v.

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an Idaho
corporation; R. JOHN TAYLOR and CONNIE
TAYLOR, individually and the community
property comprised thereof; BRYAN
FREEMAN, a single person; JOLEE DUCLOS,
a single person; CROP USA INSURANCE
AGENCY, INC., an Idaho Corporation; and
JAMES BECK and CORRINE BECK,
individually and the community property
comprised thereof;

Case No.: CV-07-00208
REED TAYLOR'S PRELIMINARY
RESPONSE IN OPPOSITION TO
CONNIE TAYLOR, JAMES BECK
AND CORRINE BECK'S MOTION
FOR PARTIAL SUMMARY
JUDGMENT

Defendants.

PRELIMINARY RESPONSE TO CONNIE AND
BECKS' MOTION FOR PARTIAL SUMMARY JUDGMENT - 1

ORIGINAL
272'1

Reed Taylor ("Reed") submits the following Preliminary Response in Opposition to
Connie Taylor, James Beck and Corrine Beck's Motion for Partial Summary Judgment:
I. INTRODUCTION
Connie and the Becks are attempting to avoid liability for themselves and others in this
action by disingenuously attempting to invalid the redemption of Reed's shares based upon old
case law and code intended to protect innocent creditors and shareholders. But Connie and the
Becks are hardly innocent shareholders. In fact, Connie and James Beck have been personally
involved in substantial corporate malfeasance at AlA Services and AlA Insurance. Moreover,
even if Connie and Becks' Motion had merit, the Motion fails on its own weight.
The Court should deny Connie and Becks' Motion for Partial Summary Judgment and
enter partial summary judgment in favor of Reed on the same issue.
Although this Response is only Reed's Preliminary Response, it is being filed to establish
that there is no reason to delay ordering AlA Insurance to be immediately relinquished to him.
Reed will respond in further detail in the future.
II. FACTUAL BACKGROUND
On June 27, 1995, a notice of special shareholder meeting was provided to the
shareholders of AlA Services for purposes of providing notice and approval of AlA Services'
purchase of Reed Taylor's shares for over $7.5 Million. See Affidavit of Reed Taylor dated May
9,2008, Ex. B, p. 1, '115.
On June 30, 1995, James Beck, Michael Cashman, Richard Campanaro and R. John
Taylor entered into an Investment Agreement. See Affidavit of Reed Taylor dated May 9,2008,
Ex. E.

Under the terms of the Investment Agreement, James Beck and Michael Cashman

PRELIMINARY RESPONSE TO CONNIE AND
BECKS' MOTION FOR PARTIAL SUMMARY JUDGMENT - 2
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conditioned their purchase of Preferred C Shares in AlA Services on the requirement that all of
Reed Taylor's shares were purchased by AlA Services. Id. at p. 10, 'if 9(d).
On July 10, 1995, a revised notice of special shareholder meeting was provided by John
Taylor on behalf of AlA Services for purposes of approving various corporate actions, including
the purchase of Reed Taylor's shares.

Id. at Ex. C.

A copy of the Private Placement

Memorandum dated June 1,2995 was attached to John Taylor's letter to shareholders. Id. at Ex.
C, p. 3; Ex. D.

On July 22, 1995, AlA Services and Reed Taylor entered into the Stock Redemption
Agreement, Stock Pledge Agreement, Security Agreement, among other agreements.

See

Hearing, Ex. Z, AA and AB. AlA Services executed the $6M Note on August 1, 1995. See
Hearing, Ex. A.
On August 16, 1995, James and Corrine Beck became shareholders in AlA Services. See
Affidavit of Reed Taylor dated May 9, 2008, Ex. G. Prior to purchasing shares, James Beck
executed a SUbscription Agreement warranting that he had been given the opportunity to review
the financial statements of AlA Services for the periods ending December 31, 1994, and March

31,1995. See Affidavit of Reed Taylor dated May 9, 2008, Ex. F, p. 1,

'if l(a). The December

31, 1994, financial statements of AlA Services are also attached to the Affidavit Connie Taylor
submitted in support of Connie and Becks' Motion for Partial Summary Judgment.
On August 15, 1995, an opinion letter was issued to Reed Taylor verifying many
requirements had been met by AlA Services, including, without limitation, that the purchase of
Reed Taylor's shares was a legal transaction and that shareholder approval was obtained. See
Affidavit of Reed Taylor dated May 9, 2008, Ex. 1. The opinion letter was based upon the

PRELIMINARY RESPONSE TO CONNIE AND
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knowledge of R.M. Turnbow and Richard Riley. Id. at p. 2. Richard Riley is presently an
attorney at Hawley Troxell.

AlA Services Bylaws state that one person's vote of shares jointly

held by two people is the equivalent of the vote made by both joint owners. See Affidavit of
Reed Taylor dated May 9, 2008, Ex. J.
On August 16, 1995, AlA Services warranted in a separate and distinct document that all
conditions necessary to purchase Reed Taylor' shares had been satisfied and that "Reed 1. Taylor
is hereby fully and forever released, discharged and indemnified by [AlA Services] from all
claims, caused of action, demands, rights, damages, costs expenses, fees, compensation,
liabilities and other obligations ... " See Hearing, Ex. AC.
II. LEGAL AUTHORITY AND ARGUMENT

Summary judgment is appropriate only if the pleadings, depositions, answers to
interrogatories, admissions, and declarations show that there is no genuine issue as to any
material fact and that the moving party is entitled to judgment as a matter of law. LR.C.P. 56.
On summary judgment, the Court must draw all justifiable inferences in favor of the nonmoving
parting, including questions of credibility and the weight to be accorded particular evidence.
Masson v. New Yorker Magazine, Inc., 501 U.S. 496 (1991) (quoting Anderson v. Liberty Lobby,
Inc., 477 U.S. 242,255 (1986».

Connie and the Becks' Motion fails to meet the required standard for partial summary
judgment.!

I On July 16, 2008, Counsel for Reed Taylor was advised by Jon Hally that he and his firm would be
withdrawing from representing Connie and the Becks as a result of violating the rules of professional conduct. This
Response is being submitted to support Reed being awarded possession of AlA Insurance and in the unlikely event
that Mr. Hally and his firm fail to vacate the hearing. In any event, Reed hereby requests additional time to respond
pursuant to LR.C.P. 6(b)(1) and LR.C.P. 56(f). A formal motion and notice of hearing will be submitted at a later
date if required.
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A. Assuming AlA Services Was Insolvent and Connie and Becks' Motion Had
Merit. Connie and the Becks Motion Should Be Denied Because They Have No
Standing to Attack the Redemption of Reed's Shares.
Stock redemption and distribution statutes are enacted to protect innocent creditors. A
virtually identical fact pattern to this case was more recently addressed through a unanimous
decision of the Colorado Supreme Court:
We agree with the majority view that the validity of a corporate stock repurchase may be
attacked only by persons who are injured or prejudiced thereby and not by the
corporation itself. Allowing corporations to void these transactions through the
application of a statute designed to protect creditors and minority shareholders would, in
effect, sanction corporate development of improper repurchasing schemes. Such a result
is a misapplication of the statute and circumvents its intended purpose.
A shareholder who is fully aware of, and consents to, a questionable transaction may not
thereafter attack that transaction by requesting it be declared illegal.
The Minnelusa Company, 929 P.2d 1321, 1324-25 (Col. 1996) (emphasis added).

John Taylor, Connie Taylor, and James Beck were intimately involved in the transactions
to redeem Reed's shares. Moreover, John Taylor voted in favor of the transaction at various
board meetings, and John and Connie Taylor voted their shares in favor of the transaction.
Significantly, James and Corrine Beck conditioned their purchase of Series C Preferred Shares in
AlA Services on the condition that Reed's shares were redeemed and, most importantly, did not
become shareholders until after Reed's shares were redeemed (i.e., even creditors are barred
from attacking a redemption when they have notice of the redemption).

None of these

defendants are innocent creditors. None of these defendants are innocent shareholders. None of
these defendants have clean hands. All ofthese defendants wanted Reed's shares redeemed in a
failed effort to take AlA Services public.
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Now, these same defendants are seeking to invalidate the redemption of Reed's shares
some 13 years after the fact by arguing a statutory scheme designed to protect innocent creditors.
Significantly, however, Connie Taylor, James Beck, and Corrine Beck are not innocent creditors
or the intended beneficiaries of stock redemption/repurchase statutes.

Indeed, their hands are

unclean as they have participated in siphoning off assets and cash from AlA Services and AlA
Insurance for their own benefit and to the detriment of Reed and the other shareholders of AlA
Services.
Connie Taylor, James Beck and Corrine Beck are barred from seeking to invalidate the
redemption of Reed's shares. They have no standing to contest the redemption from which they
sought to profit from.
B. Assuming Connie and the Becks'· Have Standing and Their Arguments Have

Merit, They Have Not Submitted Any Evidence of the Net Assets of AlA
Services' Assets on the Date Reed's Shares Were Redeemed.
In order to prevail on partial summary judgment, there can be no issue of material fact as
to any issue. I.R.C.P.56.
Here, Connie and the Becks have submitted no evidence as to the assets and debts of AlA
Services as of July 22, 1995 (the date the Redemption Agreement was executed), or August 1,
1995 (the date the $6M Promissory Note was executed).
Thus, even if Connie and Becks' Motion was grounded in good faith law, their Motion
fails on its own weight. Moreover, AlA Services assets were obviously greater than portrayed as
it had net income of $8,820,000 in 1997 from the sale of assets that were obviously not properly
valued in 1995, thereby creating yet an additional issue of fact. See Hearing, AM, p. 29.
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Connie and Becks are not entitled to partial summary judgment as they have failed to
meet the burden required by the moving party.
C. Assuming Connie and the Becks' Have Standing and Their Arguments Have
Merit, They Cited the Wrong Code Section in Their Motion.
Although Connie and Becks' Motion lacks merit under any theory, their Motion must be
denied because they relied upon the wrong Idaho Code Section in their Motion.

In 1995, I. C. 30-1-6 was the applicable law pertaining to stock redemptions. Connie and
Becks erroneously rely upon I.C. 30-1-46. Even if Connie and Becks' Motion had merit, it fails
as a matter of law.
IV. CONCLUSION
For the reasons articulated above, the Court should deny Connie and Becks' Motion for
Partial Summary Judgment and provide Reed additional time to respond.
DATED: This 1i

h

day of July, 2008.
SMITH, CANNON & BOND PLLC

BY.~~4t===
'Roderick C. ond
Ned A. Cannon
Attorneys for Plaintiff Reed J. Taylor
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CERTIFICATE OF SERVICE
I, Roderick C. Bond, declare that, on the date indicated below, I served a true and correct
copy of the Reed Taylor'S Preliminary Response in Opposition to Connie Taylor, James Beck
and Corrine Beck on the following parties via the methods indicated below:

David A. Gittins
Law Office of David A. Gittins
P.O. Box 191
Clarkston, W A 99403
Attorney for Defendants JoLee Duclos and
Bryan Freeman

Via:

( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
Via:

Michael E. McNichols
Clements Brown & McNichols
321 13th Street
Lewiston, ID 83501
Attorney for R. John Taylor

( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)
Via:

Jonathan D. Hally
Clark & Feeney
P.O. Box 285
Lewiston, ID 83501
Attorney for Connie Taylor, James Beck and
Corrine Beck

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)

Via:

Gary D. Babbitt
D. John Ashby
Hawley Troxell Ennis & Hawley LLP
877 Main Street, Suite 1000
P.O. Box 1617
Boise, Idaho 83701-1617
Attorneys for AlA Services, AlA Insurance, and
Crop USA Insurance Agency

( )
( )
( )
( )
(X)

U.S. Mail, Postage Prepaid
Hand Delivered
Overnight Mail
Facsimile
Email (pdf attachment)
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Via:
( ) U.S. Mail, Postage Prepaid
( ) Hand Delivered
( ) Overnight Mail
( ) Facsimile
(X) Email (pdf attachment)

James 1. Gatziolis
Charles E. Harper
Quarles & Brady LLP
Citigroup Center, 500 West Madison Street
Suite 3700
Chicago, IL 60661-2511
Attorneys for Crop USA Insurance Agency

Signed this 17th day of July, 2008, at Lewiston, Idaho.

fl.

Roderick C. Bo
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JONATHAN D. HALLY
CLARK and FEENEY
Attorneys for Defendants, Connie Taylor,
James Beck, and Corrine Beck
The Train Station, Suite 201
13th and Main Streets
P. O. Drawer 285
Lewiston, Idaho 83501
Telephone: (208)743-9516
ISB# 4979
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AlA SERVICES CORPORA TION, an
corporation; AlA INSURANCE, INC., an Idaho)
corporation; R. JOHN TAYLOR and CONNIE)
TAYLOR, individually and the community property)
comprised thereof; BRYAN FREEMAN, a single)
person; JOLEE DUCLOS, a single person; CROP)
USA INSURANCE AGENCY, INC., an Idaho)
Corporation; and JAMES BECK and CORRINE)
BECK, individually and the community property)
comprised thereof,
)
Defendants.

20
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MOTION FOR LEAVE
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)
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21
22

23

CONNIE W. TAYLOR and JAMES BECK,
Counterclaimants,
vs.

24

25
26
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)
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TO WITHDRAW-l
LAW OFFICES OF

27; 3

CLARK AND FEENEY
LEWISTO N. IDAHO 8350 I

REED 1. TAYLOR, a single person,
Counterdefendant.
1
2

)
)
)

COMES NOW Jonathan D, Hally attorney of record for defendant herein and pursuant to

3

Idaho Rule of Civil Procedure 11 (b )(2) respectfully moves this honorable court for leave to withdraw
4

5

as attorney of record for the Defendants Connie Taylor, James Beck and Corrine Beck.

6

This motion is made for the following reasons:

7

1.

8

9

Plaintiffs Counsel, Roderick Bond, has asserted that Clark and Feeney has a conflict

of interest with which Reed Taylor will not waive, The conflict of interest arises from the fact that
Clark and Feeney had successfully represented various members of the Taylor family, including

10
Reed Taylor. Although prevailing at trial, said action was appealed. All briefing on said appeal has
11

12

been completed, Nevertheless, Mr. Bond has asserted that Reed Taylor will be taking action against

13

Clark and Feeney and/or Mr. Jonathan Hally, including seeking disciplinary action from the Idaho

14

State Bar.

15

2.

As a result of the allegations of conflict and threat of potential legal action and/or

16
disciplinary action, it is virtually impossible for Jonathan D. Hally to provide the requisite level of

17
18

legal representation required of an attorney.

19

WHEREFORE, the attorney of record for Defendants Connie Taylor, James Beck and

20

Corrine Beck, in this cause, respectfully requests that this Court issue an order pennitting

21
him to withdraw from further representation of Defendant effective upon the signing of said
22

23
24

25
26

order.
Oral argument is requested.

MOTION FOR LEAVE
TO WITHDRAW - 2
LAW OFFICES OF

2734

CLARK AND FEENEY
LEWISTON, IDAHO 83501
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~ay of July, 2008.
CLARK AND FEENEY

1

-----~-~4
.[9nath:an D. Hally, an member of the firm

2

By:

3

...--------

,

~Attorneys for Defendants Connie Taylor,

4

James Beck, and Corrine Beck.

5

6

CERTIFICATE OF SERVICE

7

I HEREBY CERTIFY that on the
of July, 2008, I caused to be served a true
and correct copy of the foregoing document by the method indicated below, and addressed to the
following:

8

~ay

9

10
11
12

Roderick C. Bond
Ned A. Cannon
Smith and Cannon
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Gary Babbitt
D. John Ashby
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877 Main Street, Ste. 1000
PO Box 1617
Boise, ID 83701-1617
Attorneys for AlA Services, AlA Insurance,
and Crop USA Insurance Agency
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0
~

David A. Gittins
Law Offices of David A. Gittins
843 7th Street
PO Box 191
Clarkston, WA 99403
Attorneys for Duclos and Freeman

o
o
o

0
0

~

U.S. Mail
Hand Delivered
Overnight Mail
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Email (pdf attachment)
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Michael S. Bissell
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Attorneys for Reed Taylor
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Michael McNichols
Clements, Brown & McNichols
321 13th Street
PO Box 1510
Lewiston, ID 83501
Attorneys for John Taylor

0
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James 1. Gatziolis
Charles E. Harper
Quarles & Brady LLP
Citigroup Center, 500 West Madison Street
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Chicago, IL 60661-2511
Attorneys for Corp USA Insurance Agency
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CLARK and FEENEY
Attorneys for Defendants, Connie Taylor,
James Beck, and Corrine Beck
The Train Station, Suite 201
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Lewiston, Idaho 8350 I
Telephone: (208)743-9516
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11
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REED 1. TAYLOR, a single person,

)
)

Plaintiff,

13
14
15

16
17

18

19
20

vs.

)
)

IdahO~

AlA SERVICES CORPORATION, an
corporation; AlA INSURANCE, INC., an Idaho)
corporation; R. JOHN TAYLOR and CONNIE)
TAYLOR, individually and the community property)
comprised thereof; BRYAN FREEMAN, a single)
person; JOLEE DUCLOS, a single person; CROP)
USA INSURANCE AGENCY, INC., an Idaho)
Corporation; and JAMES BECK and CORRINE)
BECK, individually and the community property)
comprised thereof,
)

21

Defendants.
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)
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22
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CONNIE W. TAYLOR and JAMES BECK,
Counterclaim ants,
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vs.
25
26

)
)
)
)
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REED J. TAYLOR, a single person,
Counterdefendant
1

2

)
)
)

COMES NOW Jonathan D, Hally attorney of record for defendant herein and moves this

3

Court for an Order vacating and rescheduling the hearing on Defendant Taylor and Beck's Motion
4

5

for Partial Summary Judgment and Plaintiff Reed Taylor's Motion to Dissolve Preliminary

6

Injunction and Motion for an Order Requiring the Defendants to Relinquish Possession of AlA

7

Insurance to Reed Taylor which are both currently scheduled to be heard on July 31, 2008,

8
9

This motion is made for the reason that defendants Taylor and Beck's attorney has sought
leave to withdraw which will require time for new counsel to familiarize himselflherself with the

10

case sufficiently to file a reply brief as well as present oral argument on the motion for partial
11

12
13
14
15

summary judgment Moreover, Defendants' motion for partial summary judgment should be heard
prior to the hearing of Reed Taylor's Motion since:
1. Defendants' motion was filed first;
2. The issues in Defendants' Motion are controlling;

16

3. Allowing the status quo to potentially change by allowing Reed Taylor to take possession
17
18

19
20

21
22

of the business prior to ruling on defendants' motion would likely irreparably damage the business
making the Defendant's motion moot;
4, The granting of plaintiff Reed Taylor's motion would necessarily affect the rights of
Connie Taylor, James Beck and Corrine Beck.
Oral argument is requested.
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RODERICK C. BOND (Pro Hac VicE!)·
NED A. CANNON, ISB No. 2331
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, WA 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Case No.: CV-07-00208
Plaintiff,
v.

AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TAYLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
Corporation; and JAMES BECK and
CORRINE BECK, individually and the
community property comprised thereof;

AFFIDAVIT OF REED J . TAYLOR IN
OPPOSITION TO JONATHAN HALLY
AND CLARK AND FEENEY'S MOTION
TO WITHDRAWAL AND IN OPPOSITION
TO MOTION FOR CONTINUANCE

Defendants.
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ORIGINAL

STATE OF IDAHO

)
) ss:
COUNTY OF NEZ PERCE )
I, Reed J. Taylor, being first duly sworn on oath, deposes and says:
1.

I am over the age of eighteen years, competent to testify in court, the

plaintiff in this action, and make this Affidavit based upon my personal knowledge.
2.

Clark and Feeney presently represents me in Taylor v. Maile. I have not

consented to Jonathan Hally or Clark and Feeney to represent any other parties in Taylor
v. AlA Services.

3.

Since being enjoined in this action, I have watched the assets and business

of AlA Insurance be depleted to my detriment. AlA Services has stopped paying me any
partial payments even though I have a valid and perfected security interest in all of
commissions. AlA Insurance's long-term employees are now employees of Crop USA.
AlA Insurance has still not obtained a new health product to my knowledge. Assets of
the companies are continuing to be used inappropriately and pledged inappropriately to
pay attorneys' fees for individual defendants and Crop USA. The Defendants have a
Joint Defense Agreement when AlA Services and AlA Insurance should be suing Crop
USA, John Taylor and others-all the while what little funds and assets remain have been
inappropriately used to pay hundreds of thousands of dollars in attorneys' fees and costs
for the individual defendants and Crop USA.
4.

I attended JoLee Duclos' deposition when she testified that AlA Services

andlor AlA Insurance's counsel directed Jonathan Hally to file the Motion for Partial
Summary Judgment. This is yet another example of the inappropriate actions that have
taken place while I have been prevented from taking possession of AlA Insurance. This
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SUBSCRIBED AND SWORN to before me this 23 rd day of July, 2008.

ERIN S. PACKWOOD
NOTARY PU8UC
STATE OF iDAHO

Notary Public for Idaho
Residing at:
U1StvfLiff!fU7,Q
My commission expires:. ~gi C201L/

do

i
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made me even more upset as Clark and Feeney also represents me. This also illustrates
the bad faith acts of the defendants using funds and assets that do not belong to them.
5.

AlA Services has also stopped paying my ex-wife Donna Taylor.

6.

I have spent over $500,000 in attorneys' fees, expert witness costs, costs

and other expenses litigating this case to date. I know that my attorney has tried on
countless occasions to settle this case on terms fair to me without success. The bond
presently set by the court for only $200,000 is insufficient to cover my damages. If the
Court delays any motions or delays turning over AlA Insurance to me, I respectfully
request that the Court set the bond significantly higher as requested in my response and
have the individual defendants be required to post the bond. I have abided by the Court's
injunction against me only to watch the assets of AlA Insurance be used for inappropriate
purposes and depleted to my detriment.
7.

I need to be able to start contacting former AlA Insurance employees who

were inappropriately transferred to Crop USA, contacting AlA Insurance vendors and
business partners, and operating AlA Insurance to prevent funds from being dissipated to
my detriment. I also need to commence bringing claims on behalf of AlA Insurance.
Consequently, I respectfully request that the Court order the defendants to turn over
immediate possession of AlA Insurance to me.
DATED: This 23 rd day of July, 2008.

Re~
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RODERICK C. BOND (Pro Hac Vice)
NED A. CANNON, ISB No. 2331
SMITH, CANNON & BOND PLLC
508 Eighth Street
Lewiston, Idaho 83501
Telephone: (208) 743-9428
Fax: (208) 746-8421
MICHAEL S. BISSELL, ISB No. 5762
CAMPBELL, BISSELL & KIRBY PLLC
7 South Howard Street, Suite 416
Spokane, W A 99201
Tel: (509) 455-7100
Fax: (509) 455-7111
Attorneys for Plaintiff Reed J. Taylor

IN THE DISTRICT COURT OF THE SECOND JUDICIAL DISTRICT OF THE
STATE OF IDAHO, IN AND FOR THE COUNTY OF NEZ PERCE
REED J. TAYLOR, a single person,
Case No.: CV-07-00208
Plaintiff,
v.
AlA SERVICES CORPORATION, an Idaho
corporation; AlA INSURANCE, INC., an
Idaho corporation; R. JOHN TAYLOR and
CONNIE TA YLOR, individually and the
community property comprised thereof;
BRYAN FREEMAN, a single person; JOLEE
DUCLOS, a single person; CROP USA
INSURANCE AGENCY, INC., an Idaho
Corporation; and JAMES BECK and
CORRINE BECK, individually and the
community property comprised thereof;

AFFIDAVIT OF RODERICK C. BOND IN
OPPOSITION TO JONATHAN HALLY
AND CLARK AND FEENEY'S MOTION
TO WITHDRAWAL AND IN OPPOSITION
TO CONTINUANCE

Defendants.
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STATE OF IDAHO

)
) ss:
COUNTY OF NEZ PERCE )
I, Roderick C. Bond, being first duly sworn on oath, deposes and says:
1.

I am over the age of eighteen years, competent to testify in court, one of

the attorneys for the plaintiff Reed Taylor ("Reed") in this action, and make this Affidavit
based upon my personal knowledge.
2.

Connie Taylor, Tom Clark and Clark and Feeney represent Reed Taylor in

the action Taylor v. Maile. I recently confirmed that this representation is still ongoing.
3.

I immediately advised Connie Taylor that Reed would not agree to

consent to Clark and Feeney representing any party in this case. Attached as Exhibit A
is a string of emails to and from me and Connie Taylor on February 14,2007. Attached
as Exhibit B are other emails between Connie and me. All of the foregoing emails were
exchanged over 17 months ago.
4.

I advised Jonathan Hally on many occasions through telephone calls and

emails that it was a conflict of interest for him and/or Clark and Feeney to represent
Connie and the Becks against Reed.

I further advised Mr. Hally on more than one

occasion that Reed would not consent to such representation. I specifically advised Jon
Hally that the conflict was pertaining to the duty of loyalty to a client.
5.

On February 27, 2007, I reiterated the conflict of interest through an email

to Jon Hally, which is attached as Exhibit C.

Jon Hally responded to my email by

sending me a response email on February 27, 2007, which is attached as Exhibit D.
6.

On April 5, 2007, I sent another email to Jon Hally regarding the conflict

and he responded to my email stating that there was no conflict, which is attached as
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7.

On April 9, 2007, I discussed the conflict of interest with Jon Hally and

forwarded Jon Hally the email exchange between Connie Taylor and me (Exhibit B). A
copy of the foregoing email that I forwarded to Jon Hally is attached as Exhibit F.
8.

I did not file a formal motion to disqualify Jon Hally and Clark and

Feeney because this Court ruled that such conflicts were matters for the Idaho State Bar,
when we moved to disqualify Mike McNichols early in this case (a footnote was inserted
in Reed's Motion to Disqualify stating that Jon Hally and Clark and Feeney also had a
conflict).

After Jon Hally filed Connie and Becks' Motion for Partial Summary

Judgment, I contacted the Idaho State Bar to inquire about the conflicts. I did not give
the Bar representative the names of any attorneys or parties in this action, but only
provided a general fact pattern. I was advised that Clark and Feeney did have a conflict
of interest, along with Hawley Troxell and Clements Brown & McNichols (again I did
not provide firm names). The representative advised me that the issue of disqualification
was for the court to determine and that they would handle any complaints that my client
may file. I also inquired whether I had violated any Rules of Professional Conduct by not
turning in the responsible lawyers. The Bar advised me that it had never reprimanded an
attorney for not turning another attorney into the Bar for ethics violations.
9.

On June 11,2008, I sent another email to Jon Hally regarding the conflict.

The issue became even more important because Connie and Becks' Motion for Partial
Summary Judgment was not only adverse to Reed's interest, but was attempting to
extinguish a $8.5 Million debt owed to Reed. Although I believed the Motion lacked
merit based upon the fact and modem law, I advised Jon Hally that he and his firm were
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responsible for any damages. A copy of the foregoing email is attached as Exhibit G.
10.

On July 17, 2008, I received a telephone call from Jon Hally wherein he

admitted to me that he would be required to withdraw. On July 18, 2008, I confirmed
this telephone conference through the email attached as Exhibit H.
11.

Attached as Exhibit I is a letter from AlA Services to Donna Taylor that

was provided to me by Mike Bissell.
DATED: This 23 rd day of July, 2008.

SUBSCRIBED AND SWORN to before me this 23 rd day of July, 2008.

ERIN S. PACKWOOD
N()TARY PUBLIC
STATE OF IDAHO
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Notary Public for Idaho
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My commission expires: Mae. c22?I 02011
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Roderick C. Bond
From:

Roderick C. Bond

Sent:

Wednesday, February 14, 20072:08 PM

To:

'Connie'

Subject: RE: Taylor v. Maile I Taylor v. AlA
Until the issue is resolved, Reed will not agree to waive any conflicts of interest for Maile. This is also
formal objection to any attorney from Clark and Feeney (including Tom Clark) from representing you or
anyone else in this case.

From: Connie [mailto:ctaylor@clarkandfeeney.com]

Sent: Wednesday, February 14, 2007 1:49 PM
To: Roderick C. Bond
Subject: RE: Taylor v. Maile / Taylor v. AlA

You will have to litigate that issue. We'll get our notice of appearance in.
From: Roderick C. Bond [mailto:rod@scblegal.com]

Sent: Wednesday, February 14, 2007 1:50 PM
To: Connie
Subject: RE: Taylor v. Maile / Taylor v. AlA
Its the firm Connie. Ethics 100.

From: Connie [mailto:ctaylor@clarkandfeeney.com]

Sent: Wednesday, February 14, 2007 1:45 PM
To: Roderick C. Bond
Subject: RE: Taylor v. Maile / Taylor v. AlA

If I don't have a conflict, Tom does not have a conflict. Ethics 101, Rod.
From: Roderick C. Bond [mailto:rod@scblegal.com]

Sent: Wednesday, February 14, 2007 1:35 PM
To: Connie
Subject: RE: Taylor v. Maile / Taylor v. AlA
Tom Clark represents Reed. I believe that I saw his name as being the party who argued the Maile
case. It is not an issue of Reed wanting to control or select who represents you. Reed simply believes
that there is a conflict of interest in Tom Clark representing you.

From: Connie [mailto:ctaylor@clarkandfeeney.com]

Sent: Wednesday, February 14, 2007 1:26 PM
To: Roderick C. Bond

Subject: RE: Taylor v. Maile / Taylor v. AlA

What is the reason for Reed's objection? He has no right to select my attorney, as I
am sure you have informed him.
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From: Roderick C. Bond [mailto:rod@scblegal.com]

Sent: Wednesday/ February 14/ 2007 1:06 PM
To: Connie
Subject: RE: Taylor v. Maile / Taylor v. AlA
Hi Connie:
Let me just first say that I (and Reed) did not take joy in 8dding YOI] 85 8 defendant In light of the time
frame of your divorce and the assets being undivided, Reed had no choice. Although we suspected
that your divorce had not been finalized until the past year or two, it was not until after filing the original
complaint that we ascertained the county of your divorce and obtained copies of pertinent pleadings.
Hence, Reed permitted me to only name "Jane Doe."

I spoke with Reed and he will agree to waive any potential conflicts of interest associated with your
ongoing representation of him in the Maile case (Reed believes you did an excellent job on the case).
Please prepare a draft waiver for me to review with Reed.
However, Reed will not consent to Tom Clark representing you in Taylor v. AlA Services Corporation,
et al. I apologize for any inconvenience.
Thanks.
Rod

From: Connie [mailto:etaylor@clarkandfeeney.com]

Sent: Wednesday/ February 14/ 2007 11:14 AM
To: Roderick C. Bond
Cc: John Taylor; dailan@msn.com
Subject: Taylor v. Maile / Taylor v. AlA

Rod - I will be defended in Taylor v. AlA by Tom Clark of my office, and
have talked with Bar Counsel about whether your choice to name me
personally as a defendant in Reed's lawsuit against AlA has an impact on my
continued representation of the plaintiffs in the Taylor v. Maile lawsuit.
Because the matters are clearly totally unrelated, it was Bar Counsel's position
that I may continue to act as attorney for the Plaintiffs in Taylor v. Maile. We
specifically analyzed the matter under I.R.P.C. 1.7(a)(2). Reed is only one of
three beneficiaries/trustees in the Taylor v. Maile matter, and has had very
little involvement in the case, other than calling me on occasion to see how the
case was progressing. We have prevailed on aU issues and the matter is now
on appeal, so I do not believe there is a risk that my representation in Taylor v.
Maile will be materialy limited by either my personal interests or by Mr.
Clark's representation of me.
Although it is not necessary, I would appreciate receiving Reed's written
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consent to my continued representation in Taylor v. Maile. There is not likely
to be a reason I will need to talk with him about the Taylor v. Maile lawsuit, as
his brother DaHan can keep him informed, but should that occur I will limit
our discussions to that matter only, as is required by I.R.P.C 4.2.

Connie Taylor
Clark and Feeney
P.O. Box 285
Lewiston, ID 83501
(208) 743-9516
(208) 746-9160
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Roderick C. Bond
From:

Roderick C. Bond

Sent:

Wednesday, February 14, 20072:18 PM

To:

'Connie'

Subject: RE: Taylor v. Maile I Taylor v. AlA

I would also like you to take a look at note 6 to the commentary of RPC 1.7, which states in part:
"Loyalty to a current client prohibits undertaking representation directly adverse to that client
without that client's informed consent. .. "
I would presume that there are other applicable RPCs. I don't think this issue is worth wasting time
and attorneys' fees fighting over.

From: Connie [mailto:ctaylor@clarkandfeeney.com]

Sent: Wednesday, February 14, 2007 1:49 PM
To: Roderick C. Bond
Subject: RE: Taylor v. Maile / Taylor v. AlA

You will have to litigate that issue. We'll get our notice of appearance in.
-------,----------------From: Roderick C. Bond [mailto:rod@scblegal.com]

Sent: Wednesday, February 14, 2007 1:50 PM
To: Connie·
Subject: RE: Taylor v. Maile / Taylor v. AlA

Its the firm Connie. Ethics 100.

--------------------------------From: Connie [mailto:ctaylor@clarkandfeeney.com]

Sent: Wednesday, February 14, 2007 1 :45 PM
To: Roderick C. Bond
Subject: RE: Taylor v. Maile / Taylor v. AlA

If I don't have a conflict, Tom does not have a conflict. Ethics 101, Rod.
From: Roderick C. Bond [mailto:rod@scblegal.com]

Sent: Wednesday, February 14, 2007 1:35 PM
To: Connie
Subject: RE: Taylor v. Maile / Taylor v. AlA

Tom Clark represents Reed. I believe that I saw his name as being the party who argued the Maile
case. It is not an issue of Reed wanting to control or select who represents you. Reed simply believes
that there is a conflict of interest in Tom Clark representing you.

From: Connie [mailto:ctaylor@clarkandfeeney.com]
Sent: Wednesday, February 14, 2007 1:26 PM
To: Roderick C. Bond
Subject: RE: Taylor v. Maile / Taylor v. AlA
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What is the reason for Reed's objection? He has no right to select my attorney, as I
am sure you have informed him.
From: Roderick C. Bond [mailto:rod@scblegal.com]
Sent: Wednesday, February 14, 2007 1:06 PM
To: Connie
Subject: RE: Taylor v. Maile / Taylor v. AlA
Hi Connie:
Let me just first say that I (and Reed) did not take joy in adding you as a defendant. In light of the time
frame of your divorce and the assets being undivided, Reed had no choice. Although we suspected
that your divorce had not been finalized until the past year or two, it was not until after filing the original
complaint that we ascertained the county of your divorce and obtained copies of pertinent pleadings.
Hence, Reed permitted me to only name "Jane Doe."
I spoke with Reed and he will agree to waive any potential conflicts of interest associated with your
ongoing representation of him in the Maile case (Reed believes you did an excellent job on the case).
Please prepare a draft waiver for me to review with Reed.
However, Reed will not consent to Tom Clark representing you in Taylor v. AlA Services Corporation,
et al. I apologize for any inconvenience.
Thanks.
Rod

From: Connie [mailto:ctaylor@clarkandfeeney.com]
Sent: Wednesday, February 14, 2007 11:14 AM
To: Roderick C. Bond
Cc: John Taylor; dallan@msn.com
Subject: Taylor v. Maile / Taylor v. AlA

Rod - I will be defended in Taylor v. AlA by Tom Clark of my office, and
have talked with Bar Counsel about whether your choice to name me
personally as a defendant in Reed's lawsuit against AlA has an impact on my
continued representation of the plaintiffs in the Taylor v. Maile lawsuit.
Because the matters are clearly totally unrelated, it was Bar Counsel's position
that I may continue to act as attorney for the Plaintiffs in Taylor v. Maile. We
specifically analyzed the matter under I.R.P.C. 1.7(a)(2). Reed is only one of
three beneficiaries/trustees in the Taylor v. Maile matter, and has had very
little involvement in the case, other than calling me on occasion to see how the
case was progressing. We have prevailed on all issues and the matter is now
on appeal, so I do not believe there is a risk that my representation in Taylor v.
Maile will be materialy limited by either my personal interests or by Mr.
AFFIDAVIT OF RODERICK C. BOND
7122/2008

2753

Page 3 ot]

Clark's representation of me.
Although it is not necessary, I would appreciate receiving Reed's written
consent to my continued representation in Taylor v. Maile. There is not likely
to be a reason I will need to talk with him about the Taylor v. Maile lawsuit, as
his brother DaHan can keep him informed, but should that occur I will limit
our discussions to that matter only, as is required by I.R.P.C 4.2.
Connie Taylor
Clark and Feeney
P.O. Box 285
Lewiston, 10 83501
(208) 743-9516
(208) 746-9160
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Roderick C. Bond
From:

Roderick C. Bond

Sent:

Tuesday, February 27, 2007 2:55 PM

To:

'jhally@clarkandfeeney.com'

Subject: Reed Taylor v. AlA Services Corp, Taylor, et al.

Hi John:

I received your Notice of Appearance and Answer on behalf of Connie Taylor.
Before your involvement in this case, I advised Connie that Clark and Feeney could not represent her because
Clark and Feeney represents Reed Taylor. For some reason, Connie believes that the Rules of Professional
Responsibility permit Clark and Feeney to represent Reed Taylor as a client in one case and represent a
defendant who Reed Taylor is suing in another case. This is a violation of the Rules of Professional Conduct
Although my plate is full at this time with pending motions on this case, this email is a reiteration of Reed Taylor's
objections to Clark and Feeney's representation of Connie Taylor in this matter. Reed Taylor is not and will not
waive his objections nor will he permit such representation. Thanks.
Rod
By: Roderick C. Bond
Smith, Cannon & Bond PLLC
508 Eighth St.
Lewiston, ID 83501
Tel: (208) 743-9428
Fax: (208) 746-8421
rod@scblegal.colJl
This email and any attachments may contain confidential and/or legally privileged information, which only the
authorized recipient may receive and/or view. If you are not an intended recipient, please promptly delete this
message and contact the sender at the above address. Thank you.
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Roderick C. Bond
From:

Jon Uhally@clarkandfeeney.com]

Sent:

Tuesday, February 27, 2007 4:24 PM

To:

Roderick C. Bond

Subject: RE: Reed Taylor v. AlA Services Corp, Taylor, et al.

Rod Thank you for your concern; however, it is my understanding that bar counsel has already reviewed the situation
and determined that no violations of the Rules of Professional Conduct exist. Moreover, your filing of an
"emegency motion" and then scheduling the matter to be heard less than the 14 days that is
required the I.R.C.P. has left little time for Ms. Taylor to find other counsel. Accordingly, until further notice, I will
be representing Ms. Taylor and will appear at the hearing on your motion.
As a courtesy to you I want to provide you with an opportunity to withdraw your "Emergency Motion" prior to
Thursday's hearing. Quite frankly, I see absolutely no basis in law to support such a motion such that Rule 11
sanctions are warranted if I am required to defend the motion. Please let me know immediately if you are willing
to withdraw the motion prior to my having to expend time to fully review the motion and prepare for argument.

I look forward to hearing back from you.
Jon

Jonathan D. Hally
Clark and Feeney
1229 Main Street
PO Drawer 285
Lewiston, Idaho 83501
Telephone: (208) 743-9516

Fax:: (208) 798-5399
E-mail: jhally@clarkandfeeney.com
Web: ~-,-glarka_ndfeelJey.cQJn

NOTICE OF CONFIDENTIALITY: This e-mail transmission may contain information which is protected by the
attorney·dient privilege. If you are not the intended recipient, you are hereby notified that any disclosure, or taking
of any action in reliance on the contents, is strictly prohibited. If you have received this transmission in error,
please contact us immediately, destroy any copies, and delete it from your computer system.

From: Roderick C. Bond [mailto:rod@scblegal.com]
Sent: Tuesday, February 27, 2007 3:04 PM

To: Jon
Subject: Reed Taylor v. AlA Services Corp, Taylor, et al.
Hi John:
I received your Notice of Appearance and Answer on behalf of Connie Taylor.
Before your involvement in this case, I advised Connie that Clark and Feeney could not represent her because
Clark and Feeney represents Reed Taylor. For some reason, Connie believes that the Rules of Professional
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Responsibility permit Clark and Feeney to represent Reed Taylor as a client in one case and represent a
defendant who Reed Taylor is suing in another case. This is a violation of the Rules of Professional Conduct
Although my plate is full at this time with pending motions on this case, this email is a reiteration of Reed Taylor's
objections to Clark and Feeney's representation of Connie Taylor in this matter. Reed Taylor is not and will not
waive his objections nor will he permit such representation. Thanks.
Rod

By: Roderick C. Bond
Smith, Cannon & Bond PLLC
508 Eighth St.
Lewiston, 10 83501
Tel: (208) 743-9428
Fax: (208) 746-8421
rod@§..cbleJlCl_I.com
This email and any attachments may contain confidential and/or legally privileged information, which only the
authorized recipient may receive and/or view. If you are not an intended recipient, please promptly delete this
message and contact the sender at the above address. Thank you.
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Roderick C. Bond
From:

Jon Uhally@clarkandfeeney.com]

Sent:

Thursday, April 05, 2007 2:49 PM

To:
Cc:

Roderick C. Bond
Connie; mmcnichols@clbrmc.com; david@gittinslaw.com

Subject: RE: Taylor v. AlA Services, et al.
RodI am willing to vacate the hearing set for next week on my motion for more definite statement with the
understanding that you will be providing me with an acceptable proposed amended complaint.
As to my representation of Connie, I really do not believe anything further needs to be discussed since I have
already made my point of view clear on this issue.
Thanks.
Jonathan D. Hally
Clark and Feeney
1229 Main Street
PO Drawer 285
Lewiston, Idaho 83501
Telephone: (208) 743-9516
Fax:: (208) 798-5399
E-mail: jhally@clarkandfeeney.com
Web: 'NWW.clarkanQi~Eill§Y.com

From: Roderick C. Bond [mailto:rod@scblegal.com]
Sent: Thursday, April 05, 2007 12:56 PM
To: Michael McNichols; David A. Gittins; Jon
Cc: Paul Cressman Jr.
Subject: Taylor v. AlA Services, et al.
Hi Mike, David and Jon:
Respectfully, this email confirms that Reed Taylor will seek to recover from your firms any funds paid which were
derived from AlA Insurance, regardless of the Court's ruling on Reed's Motion for TRO. We just wanted to
reiterate Reed Taylor's position that any such transfer's are fraudulent conveyances and money in which he holds
a valid and perfected security interest.
Mike and David, I also spoke with Jon Hally regarding his motion for a definitive statement. I advised Jon that we
will amend the complaint again and make clear Reed Taylor's position regarding Connie Taylor.
John, I presume that you will agree to strike your hearing set for next week? We are also going to need to
address your representation of Connie as Reed Taylor is a present client of Clark and Feeney. There is clearly a
conflict of interest in this regard. I just don't want this issue to be lost in all the confusion and filings.

As we will be amending again, Reed has also elected to name at least Crop USA Insurance Agency, Inc. as an
additional defendant and possibly other entities controlled by John. I would appreciate knowing whether you all
will agree to Stipulate to a Third Amended Complaint. Please advise me if a Stipulation is agreeable to you. If
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not, I will file a Motion to Amend.
Thanks.
Rod

By: RoderickC. Bond
Smith, Cannon & Bond PLLC
508 Eighth St.
Lewiston, 10 83501
Tel: (208) 743-9428
Fax: (208) 746-8421
fod~cbL~ill.com

This email and any attachments may contain confidential and/or legally privileged information, which only the
authorized recipient may receive and/or view. If you are not an intended recipient, please promptly delete this
message and contact the sender at the above address. Thank you.
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Roderick C. Bond
From:

Roderick C. Bond

Sent:

Monday, April 09, 2007 12:35 PM

To:

'jhally@clarkandfeeney.com'

Subject: FW: Taylor v. Maile / Taylor v. AlA

From: Roderick C. Bond

Sent: Wednesday, February 14, 20072:18 PM
To: 'Connie'
Subject: RE: Taylor v. Maile / Taylor v. AlA
I would also like you to take a look at note 6 to the commentary of RPC 1.7, which states in part:
"Loyalty to a current client prohibits undertaking representation directly adverse to that client
without that client's informed consent. .. "
I would presume that there are other applicable RPCs. I don't think this issue is worth wasting time
and attorneys' fees fighting over.

From: Connie [mailto:ctaylor@clarkandfeeney.com]

Sent: Wednesday, February 14, 2007 1 :49 PM
To: Roderick C. Bond
Subject: RE: Taylor v. Maile / Taylor v. AlA

You will have to litigate that issue. We'll get our notice of appearance in.
From: Roderick C. Bond [mailto:rod@scblegal.com]

Sent: Wednesday, February 14, 2007 1:50 PM
To: Connie
Subject: RE: Taylor v. Maile / Taylor v. AlA
Its the firm Connie. Ethics 100.

From: Connie [mailto:ctaylor@clarkandfeeney.com]

Sent: Wednesday, February 14, 2007 1:45 PM
To: Roderick C. Bond

Subject: RE: Taylor v. Maile / Taylor v. AlA

If I don't have a conflict, Tom does not have a conflict. Ethics 101, Rod.
From: Roderick C. Bond [mailto:rod@scblegal.com]

Sent: Wednesday, February 14, 2007 1:35 PM
To: Connie
Subject: RE: Taylor v. Maile / Taylor v. AlA

~7(JO

Tom Clark represents Reed. I believe that I saw his name as being the party who argued the Maile
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case. It is not an issue of Reed wanting to control or select who represents you. Reed simply believes
that there is a conflict of interest in Tom Clark representing you.

From: Connie [mailto:ctaylor@clarkandfeeney.com]

Sent: Wednesday, February 14, 2007 1:26 PM
To: Roderick C. Bond

Subject: RE: Taylor v. Maile / Taylor v. AlA

What is the reason for Reed's objection? He has no right to select my attorney, as I
am sure you have informed him.
From: Roderick C. Bond [mailto:rod@scblegal.com]

Sent: Wednesday, February 14, 2007 1:06 PM
To: Connie
Subject: RE: Taylor v. Maile / Taylor v. AlA
Hi Connie:
Let me just first say that I (and Reed) did not take joy in adding you as a defendant. In light of the time
frame of your divorce and the assets being undivided, Reed had no choice. Although we suspected
that your divorce had not been finalized until the past year or two, it was not until after filing the original
complaint that we ascertained the county of your divorce and obtained copies of pertinent pleadings.
Hence, Reed permitted me to only name "Jane Doe."
I spoke with Reed and he will agree to waive any potential conflicts of interest associated with your
ongoing representation of him in the Maile case (Reed believes you did an excellent job on the case).
Please prepare a draft waiver for me to review with Reed.
However, Reed will not consent to Tom Clark representing you in Taylor v. AlA Services Corporation,
et al. I apologize for any inconvenience.
Thanks.
Rod

From: Connie [mailto:ctaylor@clarkandfeeney.com]

Sent: Wednesday, February 14, 2007 11:14 AM
To: Roderick C. Bond
Cc: John Taylor; dallan@msn.com
Subject: Taylor v. Maile / Taylor v. AlA

Rod - I will be defended in Taylor v. AlA by Tom Clark of my office, and
have talked with Bar Counsel about whether your choice to name me
personally as a defendant in Reed's lawsuit against AlA has an impact on my
continued representation of the plaintiffs in the Taylor v. Maile lawsuit.

l7f.1/

Because the matters are clearly totally unrelated, it was Bar Counsel's position
that I may continue to act as attorney for the Plaintiffs in Taylor v. Maile. We
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specifically analyzed the matter under I.R.P.C. 1.7(a)(2). Reed is only one of
three beneficiaries/trustees in the Taylor v. Maile matter, and has had very
little involvement in the case, other than calling me on occasion to see how the
case was progressing. We have prevailed on all issues and the matter is now
on appeal, so I do not believe there is a risk that my representation in Taylor v.
Maile will be materialy limited by either my personal interests or by Mr.
Clark's representation of me.
Although it is not necessary, I would appreciate receiving Reed's written
consent to my continued representation in Taylor v. Maile. There is not likely
to be a reason I will need to talk with him about the Taylor v. Maile lawsuit, as
his brother DaHan can keep him informed, but should that occur I will limit
our discussions to that matter only, as is required by I.R.P.C 4.2.
Connie Taylor
Clark and Feeney
P.O. Box 285
Lewiston,ID 83501

(208) 743-9516
(208) 746-9160
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Roderick C. Bond
From:

Roderick C. Bond

Sent:

Wednesday, June 11, 2008 10:20 AM

To:

'Jon'; 'mmcnichols@clbrmc.com'; charper@quarles.com; Gatziolis, James J.

Cc:

rjt@lewistondsl.com; 'Gary Babbitt'; 'John Ashby'; 'david@gittinslaw.com'

Subject: RE: Taylor v. AlA Services, et al.
Hi Jon:
If the dates to depose Connie and Beck are not going to be available in early July, as previously provided to me,
so that Reed can timely respond to their pending motion for partial summary judgment, then you should re-note
the hearing now to provide sufficient time to conduct the depositions prior to the due date of Reed's Response.
That being said, I would still urge you to withdraw the motion partial summary judgment based upon the legal
authority and facts already in the record in this case, as we discussed on the telephone in the past. This coupled
with the fact that JoLee Duclos testified that the board of AlA Services directed you to file the motion makes the
motion even more inappropriate. It is your clients' choice to either spend time and money fighting over the
baseless motion or spend the resources concentrating on other issues of the case. Reed will be asking for fees
and damages opposing the motion if it is not withdrawn, including, without limitation, those fees and damages
based upon the conflict of interest associated with your firm making the motion while representing Reed in Taylor
v. Maile. Thanks.
I am forwarding this email, along with the other emailsbelow.aslinadvertently failed to carbon copy them
before. Sorry everyone.
Rod

From: Jon [mailto:jhally@clarkandfeeney.com]
Sent: Tuesday, June 10, 2008 11:30 AM
To: Roderick C. Bond
Subject: RE: Taylor v. AlA Services, et al.
Rod,
As far as dates of availability, I doubt they are valid any longer and I will get new ones from him. As far as
updated answers to Connie's interrogs, I will have to wait until she gets back to the office'- At this time I do not
know when she is returning to the office. I will work on matters when I get back on Monday except I will try to get
new dates from Beck before I return to the office and will forward the same to you.
Jon

From: Roderick C. Bond [mailto:rod@scblegal.com]
Sent: Tuesday, June 10, 2008 11:23 AM
To: Jon
Cc: rjt@lewistondsl.com
Subject: RE: Taylor v. AlA Services, et al.
Thanks Jon. I will expect responsive answers and documents by Friday of next week. Your old dates will work.
was going to note him for early July, so you don't need to get me any new dates, but some other dates in early
July would be helpful for me to assist accommodating your schedule. The only caveat being that I want
responsive documents before the depos of Beck and Connie. Also, I need updates to Connie's responses and
answers and documents for requests that were not answered, particularly in light of your pending motion. You
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have never answered any interrogatories or requests for production regarding defenses, let alone the alleged
"illegality" defense now asserted by her and Beck. I will need to depose Connie as well, and need your responses
beforehand. Please advise when I can expect responsive answers and documents so I know whether to bring a
motion to compel against her as well.
On another note, it would save everyone time and money if you abandoned your alleged "illegality" argument and
withdrew Connie and Becks' motion for summary judgment. We both know that it should not apply to this case
based upon the applicable law and facts. To that extent, I also encourage you to thoroughly review the
documents, including the exhibits attached to Reed's affidavit filed a few weeks ago. Thanks.

Rod

From: Jon [mailto:jhally@clarkandfeeney.com]
Sent: Tuesday, June 10, 2008 10:59 AM

To: Roderick C. Bond
Cc: Holly Helm
Subject: RE: Taylor v. AIA Services, et al.
Rod I am currently out of office until Monday. I will finish up Beck's discovery next week and will get new dates as to
his availability.
Jon

From: Roderick C. Bond [mailto:rod@scblegal.com]
Sent: Tuesday, June 10, 2008 11:06 AM

To: Jon
Cc: rjt@lewistondsl.com; Jack R. Little
Subject: Taylor v. AIA Services, et al.
HiJon:

I am going to note Beck's deposition. When can I expect full and complete responses to Reed's discovery
requests to Beck? You have been provided a great deal of additional time. I need them asap. Otherwise, we will
need to have our discovery conference so that Reed can get his motion to compel out. Thanks.

Rod

By: Roderick C. Bond
Smith, Cannon & Bond PLLC
508 Eighth 8t.
Lewiston, 10 83501
Tel: (208) 743-9428
Fax: (208) 746-8421
LQQ@?-yblegal.cQJD
This email and any attachments may contain confidential and/or legally privileged information, which only the
authorized recipient may receive and/or view. If you are not an intended recipient, please promptly delete this
message and contact the sender at the above address. Thank you.
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Roderick C. Bond
From:

Roderick C. Bond

Sent:

Thursday, July 17, 2008 9:52 AM

To:

'jhally@clarkandfeeney.com'; 'mmcnichols@clbrmc.com'; 'Gary Babbitt'; 'John Ashby';
charper@quarles.com; Gatziolis, James J.

Cc:

rjt@lewistondsl.com; Jack R. Little; 'mbissell@cbklawyers.com'; 'David A. Gittins'

Subject: Taylor v. AlA Services, et al.
HiJon:
I wanted to confirm our telephone conversation yesterday wherein you stated that you and Clark and Feeney
would be withdrawing from representing Connie Taylor, Corrine Beck and James Beck based upon the conflict of
interest we have previously discussed. As a result, you advised me that you would be filing an Amended Notice
of Hearing on Connie and Becks' Motion for Partial Summary Judgment. Thus, we agreed that it would not be
necessary for Reed to file any motions today to extend or enlarge time to respond to Connie and Becks' Motion
for Partial Summary Judgment. Thank you.

Rod

By: RoderickC. Bond
Smith, Cannon & Bond PLLC
508 Eighth St.
Lewiston,ID 83501
Tel: (208) 743-9428
Fax: (208) 746-8421
rog@scblE29al.c.QID
This email and any attachments may contain confidential and/or legally privileged information, which only the
authorized recipient may receive and/or view. If you are not an intended recipient, please promptly delete this
message and contact the sender at the above address. Thank you.
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AlA Services

P. 002

20B 7110 9295

To: 5094557111

P.2/2

AlA Survll:oa Corporation
One l.owlG Olllrl< Plnla
PO SQJ 5:\8
lowi~lon . ldQhQ 83501·0538
(20B) 799·GOOO FAX (20617Q6·8IS0

June 24. 2008

Donnll Taylor
3940 Dove Place
CI!ll"kston, WA 99403
Dear Ms. Taylor:
Please bo advised that AIA Services Corporation will no lonser r~dee01 your Series A
Pref'clTod Stock or pay your health insurance premium. I hove enclo:!cd yOUl' hculth
in:!url:l.ncc:: coupon book with United HcalthCare Insurance Con1pany nod you will
personally need to muke the $149.75 payment due July I [0 ket:p the iJ19utancc: in torce .
Very truly,

~

R.. John Taylor
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